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‘EEN IN PERSPECTIVE 


Inquest on the Waiver 


IN DECEMBER 31, 1951. the first 
payments will be due by the British 
sovernment on the lines of credit 
ised in the United States and 
(anada in 1946. 

The amounts actually drawn 
from the credits at Britain’s disposal 
were U.S. $4,350 million in respect 
f the total U.S. line of credit of 
4.400 million, and Can. $1,185 
iillion on the total line of credit of 
‘an. $1,250 million. The amount 
orrowed from the United States 

ymprised in the first place “ new 
ioney ” of $3.750 million placed at 
Britain’s disposal for reconstruction 
ind = reconversion purposes and, 
econdly, a total of $650 million 
nade available in respect of the final 
‘itlement of Lend-Lease, notably 
oods which were in the Lend-Lease 

pipeline” at the time when 
\ostilitices came to an end. 


These two credits were granted on 
imost identical terms. They pro- 
ded for a moratorium on repay- 
ients until 1951, but thereafter for 
epayment beginning on December 
1, 1951, in fifty annual instal- 
nents representing interest at the 
rate of 2 per cent. on capital out- 
‘anding, together with repayment of 
‘he capital borrowed. 

The amounts due at the end of 
951 and in each of the subsequent 
18 years will be $138,500.000 to the 
‘Inited States and Can. $37,700 000 
(o Canada. The amount payable in 
‘espect of the fiftieth and last instal- 
nent will be slightly larger. 


At the current rate of exchange 
the total amounts payable on the two 
credits at the end of 1951 will be 
just over £62 million. 

Provision was made in the Budget 
estimates for the current financial 
year to meet the obligation in full. 
This prospective burden on the dol- 
lar balance of payments of the 
United Kingdom is. a new factor 
whose importance may be gauged 
from the fact that the full amount 
of dollars to be remitted to the 
United States in each of the next 49 
years is close on one half of the 
United Kingdom exports to the 
United States in 1951. 

Waiving and Forgiveness 

Provision was, however, made in 
each of these agreements for the 
waiving and forgiveness of interest 
payments in certain conditions. 

Lend-Lease assistance to the 
United Kingdom ceased abruptly on 
the morrow of V.J. Day. This, it 
should be added, was in strict accor- 
dance with the legislation under 
which Lend-Lease aid was given 
by the United States. It was not 
however in strict accordance with 
the broad principles of mutual aid 
which Lend-Lease had come to 
symbolise. 

The common Allied expenditure 
on war operations did not end 
abruptly on August 15, 1945. Nor 
did this expenditure on a joint enter- 
prise begin in March, 1941, when 
Lend-Lease aid began to flow, 
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Pre-Lend-Lease Spending 

It could be shown that dollar ex- 
penditure by Great Britain in the 
pre-Lend-Lease period, on = muni- 
tions, planes and the construction of 
arms factories in the United States 
totalled about $6,000 million. — It 
was this expenditure which had 
helped to denude British gold and 
dollar reserves virtually to vanish- 
ing point and had called for the sale 
of the most marketable dollar se- 
curities previously held by British 
investors, 

When, therefore, the late Lord 
Keynes went to Washington in the 
autumn of 1945 to negotiate the post- 
Lend-Lease arrangements, he con- 
fidently expected to bring back with 
him, not a loan or a line of credit 
but a reimbursement of a substantial 
part of the dollar cash spent by the 
United Kingdom Government on 
munitions of war before Lend-Lease 
came into operation. 

These hopes had to be 
pointed. 


Too Many Claimants 

Britain was by no means the only 
claimant for assistance from the 
United States: and a gift to Britain, 
even if cloaked as a reimbursement 
of previous expenditure, would in- 
evitably have set a precedent that 
would not have escaped the notice 
of other Allied Governments that 
were then negotiating for credits in 
Washington. The United States, 
moreover, were immersed in_ their 
own problem of trimming a budget 
and a national debt hugely swollen 
by war expenditure. 

In the circumstances it can be 
readily understood why the hopes 
which Lord Keynes took with him 
to Washington were destined for 
rapid extinction after negotiations 
began. The United States, however, 
understood the difficulties that would 
face Great Britain in the immediate 
postwar period, and made allow- 


disap- 


ances for them in the generous ter 
on which an otherwise commerce: 
line of credit was extended. — Fi: 
ihere was a five-year moratoriu: 
secondly, the relatively low rate 
interest of 2 per cent., and third! 
the waiver clause which was int 
duced into the agreement on Unit 
States” Initiative. 

lt would be difficult to argue t 
Great Britain should have refus 
the waiver as being a concession « 
of keeping with its dignity as a gr 
international financial power. If t 
British Government were prepar 
to accept a five-year moratorium, 
would have been carrying fastidiot 
ness to exaggerated length to strai 
at the gnat of a waiver clause. 

It must, however, have be 
apparent to all concerned, even 
that time, that waiver clauses, hoy 
ever carefully they are phrased, a: 
likely to be bones of contention 
they are invoked. The generous in 
pulses which may have given the: 
birth, tend to vanish all to quick! 
and thereafter, their invocation « 
interpretation comes to be judged b 
more commercial criteria and i 
evitably gives a handle to tho: 
politicians who are always prepare 
to capitalise any action by on 
country which may conceivably | 
interpreted by another as an attem; 
to evade contractual obligations. 


Waiver Conditions 

The relevant section of the finan 
cial agreement with the United State 
which is copied almost verbatin 
in the agreement with Canada, run 
as follows:— 

“In any year in which the Govern 
ment of the United Kingdom request 
the Government of the United State 
to waive the amount of the interes 
due in the instalment of that year 
the Government of the United State 
will grant the waiver if: 


“(a) The Government of the United 


Kingdom finds that a waive: 
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is necessary in view of the 
present and prospective con- 
ditions of international  ex- 
change and the level of its gold 
and foreign exchange reserves; 
and 
The International Monetary 
Fund certifies that the income 
of the United Kingdom from 
home-produced exports plus its 
net Income from invisible cur- 
rent transactions was, on the 
average over the five preceding 
calendar years, less than the 
average annual amount of the 
United Kingdom imports dur- 
ing 1936—8 fixed at £866 mil- 
lion, as such figure may be 
adjusted for changes in the price 
level of these imports. Any 
amount in excess of £43,750.000 
released or paid in any year on 
account of sterling balances 
accumulated before the effective 
date of this agreement, shall be 
regarded as a capital transac- 
tion and, therefore, shall not be 
included in the above calcula- 
tion. If waiver is requested 
prior to 1955, the average in- 
come shall be that of the calen- 
dar year preceding the request. 
Waiver of interest will not be 
uested or allowed ... in any year 
ess the aggregate of the releases 
payments in that year of sterling 
inces is reduced proportionately.” 


Current Arithmetic 

ihe first point to note about this 

iplex clause is that the United 
kK ngdom has to take the initiative in 
king the waiver. Is the position 
lay such as to justify such an in- 
tive? 
‘udging from recently published 
hjances of payments and gold and 
dojlar reserve figures, the interna- 
tional exchange situation has again 
deieriorated and the dollar gap is 
once more in our midst. In the 
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minds of most authorities in this 
country the gold reserve held by 
Britain is still inadequate to do all 
the work expected of it and not least 
to serve the needs, not merely of the 
United Kinedom, but of the whole 
sterling area. 


Assuming that on purely mechan- 
istic or mathematical considerations 
and ignoring questions of principle, 
the answer to the above question 
justifies the British Government in 
claiming the waiver; the second step 
is to calculate whether in the year 
1950 the total earned by the Unitec 
Kingdom by its home produced ex- 
ports and its net invisible current 
income was sufficient to pay for a 
volume of imports equal to that 
maintained in the period 1936-38 
and fixed at £866 million at 1936-38 
prices . 


The first calculation is to convert 
this £866 million in terms of 1950 
prices. This can be done by applying 
to the basic figure the index of im- 
port prices which in 1950 averaged 
348. taking 1936-38 as being equal to 
100. This calculation would give a 
basic 1950 import figure of about 
£3,010 million. Before proceeding to 
the next stage in the calculation, this 
figure, which includes insurance and 
freight, should be reduced from a 
c.i.f. to an f.o.b. basis in order to fit 
jt into the accounting system followed 
in the United Kingdom balance of 
payments calculations. In order to 
make this conversion to an_ f.o.b. 
figure a deduction of 12 per cent. is 
generally regarded in official circles 
as being appropriate, that being the 
average proportion of total import 
costs spent on freight and insurance 
which is, in fact, paid to British 
interests and should not, therefore, 
be regarded as a debit item in the 
balance of payments of the Untted 
Kingdom. 
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This correction of the basic c.f. 
import figure of £3,010 million will 
reduce it to an f.o.b. figure of £2,650 
million, 

In 1950 exports of U.K. produce 
amounted to £2,170 million, while 
the net credit earned by the United 
Kingdom through invisible current 
transactions was £380 million, giving 
a total of £2,550 million. 

This is £100 million less than the 
basic figure of £2,650 million. On the 
basis of these calculations, the In- 
ternational Monetary Fund would 
have to agree that the United King- 
dom Government was in fact entitled 
to the waiver on interest payment. 

It will be seen, however, that the 
calculations show the exercise to 
have been a very close run thing. A 
slight variation in the index num- 
bers used or in the conversion of 
c.i.f. to f.o.b. figures, would be suffi- 
cient to throw the result on the 
other side of the demarcation line. A 
difference of £100 million on a total 
of £2,650 million lies within the 
margin of error of under 4 per cent. 
which, in all the circumstances, must 
be deemed extremely narrow. 
Sterling Balances Problem 

It should be recalled that the 
waiver clause in the American loan 
agreement was drawn up on _ the 
assumption that certain steps, also 
indicated in that agreement, would 
be taken to reduce and fund sterling 
balances accumulated by _ other 
countries during the course of the 
war. Although arrangements were in 
fact made to immobilise in No. 2 
Accounts at the Bank of England a 
substantial part of the abnormal 
sterling balances accumulated by 
overseas countries during the war, 
these arrangements did not conform 
to the kind of uniform pattern which 
was envisaged in the loan, agreement 
of 1945. 

That being the case it becomes 
almost impossible to interpret the 
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third part of the waiver clause, that 
which calls upon the United Kine- 
dom Government, in the event of 1 
invocation of the waiver, to make 
proportionate reductions of the 
leases of sterling balances previo. 
negotiated with the creditor cot 
tries concerned. These  balanc 
where they have been immobilis 
are being released not by means of 
regular funding agreements, but as a 
result of year to year arrangements 
each of which takes into account the 
current earnings of the country con 
cerned and the amount which it m 
be desirable to transfer from 
immobilised No. 2 to its free No. | 
Account. 


p< 


Verdict Against Waiver 

In these circumstances, wh: 
were clearly not foreseen at the time 
of the loan negotiations in 1945, 
would be virtually impossible to 
apply the waiver clause as it was | 
serted in that agreement. To mak 
such application possible it woul 
be necessary to renegotiate with 
each of Britain’s overseas creditors 
the arrangements concerning — the 
availability and releases of their 
sterling resources. 

This is a matter which cannot be 
decided by reference to law 
mathematics alone. Far deeper and 
more important questions of prin- 
ciple are at stake. Britain may find 
it inconvenient to pay interest and 
may find in the text of the agree- 
ment some of the necessary excuses 
for not paying. 

But there is no doubt that British 
Government credit, which has 4l- 
ready suffered some blows in recent 
months, would sustain yet another 
buffeting if the waiver clause were 
invoked. On the other hand, 1 
would be difficult to conceive of any 
single practicable action which 
would have more beneficial effect 
on that credit than a decision to 
pay up, interest and all. 
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U.K. Social Services Scrutinized 


By WALTER HAGENBUCH (Cambridge). 


DEFINITION OF THE social ser- 
*s is necessarily arbitrary. We 
ld take a wide view and include 
ong social services not only. the 
le redistribution of incomes 
ugh public finance but also every 
of expenditure which vields a 
ater return to society as a whole 
n to the individual who under- 
es it. This is a useful concept for 
nomic theory, but for practical 
rposes it is completely unmanage- 
e. Alternatively, we could adopt 
nore institutional definition and 
that the social services comprise 
those activities of voluntary soc- 
es or of central and local author- 
‘'s which spring from motives of 
‘tual aid and philanthropy. Again, 
could limit our definition to those 


public services whose purpose is the 


ridance of relief of poverty by the 
inting of benefits, in money or in 
id, to individual consumers. 


We shall adopt the last and nar- 
vest detinition. Much of our field 
overed by the post-war “Bever- 
e” legislation; we shall, however, 
) include public expenditure on 


ication, and subsidies on food, 
ising, milk and welfare foods, 
ool meals and pensioners’ tob- 


-o. We shall exclude war pensions, 
Ith expenditure outside the Nat- 
al Health Service, “general” edu- 
ional expenditure (libraries, mus- 
ns, etc), housing expenditure other 


hin subsidies, and producer sub- 


ies. The choice is not entirely 
isistent, but in general we can say 
it every benefit and service in- 
Jed in our list meets a need which 


he individual consumer might other- 


¢ make some attempt to satisfy 


out of his own pocket, that he might 
thereby sink below the poverty line. 


National Income Problem 

The significant feature of the social 
services in their relation to the nat- 
ional income is that they distribute 
income on the basis of assessed 
needs and not on the basis of actual 
contributions to output. Purchasing 
power is transferred from the pro- 
ducer who has earned it to the pen- 
sioner who has not. The employed, 
the fit and the comparatively rich 
are forced to share their incomes 
with the unemployed, the sick and 
the comparatively poor, Some trans- 
fer of this kind is almost universally 
approved on moral and _ political 
grounds. 

Now, if these transfer incomes (in 
cash or in kind) form only a small 
proportion of the total national in- 
come, no serious economic conse- 
quences will follow. But as the share 
of transfer incomes in the total nat- 
ional income grows, economic dis- 
advantages appear. The relation 
between effort and reward becomes 
more nebulous, the contributors and 
taxpavers have less incentive to work, 
the beneficiaries have more incentive 
to waste. 

In 1948 total social services 
(£1,568 mn.) formed 12.9 per cent. of 
the national income, in 1949 
(£1,795 mn.) 13.9 per cent., and 1950 
(£1,823 mn.) 13.5 per cent. 


Let us try to look beyond these 
transfers of income and examine the 
transfers of real resources Which may 
follow. 

First, there will be a tendency to 
transfer resources into the consume! 
goods industries. The recipients o 


From “ The Social Services,’ London and Cambridge Economie Service 


August, 


1951 
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cash benefits are, in general, relative- 
ly poor and are more likely to spend 
the whole of their incomes on con- 
sumer goods than the persons from 
Whom these incomes have been 
transferred. These increased de- 
mands would be beneficial to the 
economy as a whole if there were an 
abundance of consumer goods, or if 
there were unemployed resources. In 
a fully employed economy, however, 
either real resources must be divert- 
ible from capital, export and defence 
production, or there will be increas- 
ing inflationary pressure. 

Secondly, there will be a tendency 
to transfer resources into the health 
and education services, simply be- 
cause a free or subsidised service 
will be more in demand (unless there 
is rationing) than a service sold at a 
market price. 
charges for certain health services is 
the beginning of the realisation of 
this problem. 

Thirdly, the growing expenditure 
On social services probably means a 
growing diversion of administrative 
personnel. 


Budgetary Problem 

Social expenditure was a growing 
part of the budget and, if 1951/52 
had been a normal year, would prob- 
ably have increased its share of over 
40°, of total expenditure. The larg- 
est item, food subsidies, was declin- 
ing in relative importance by its 
stabilisation at £400 Mn. The health 
service, after a spectacular increase, 
is now to be stabilised, if possible, 
at a similar level. 

The pattern has now been dis- 
turbed by the increase in defence 
expenditure. Until the current 
financial year the social services 
were by far the largest item 
in the budget, and defence ex- 
penditure accounted for a much 
smaller and a falling proportion of 


The imposition of, 


the whole. There might have de\ 
oped a fairly stable situation 
which defence would absorb « 
fifth, and the social services t\ 
fifths, of Government expendit: 
On this showing it is_ theref 
reasonable to look to the social : 
vices for economies to assist 
increased programme of. defe: 
expenditure over the next two ye: 


Planning Problem 


Let us now look at the social s 
ices from the point of view of 1 
administrator whose task is to esti 
ate future costs. 

In the social insurance field, 
cannot escape a rise in the cost 
pensions, There are many signs t 
old people are extending their wo 
ing life, not, we suggest, attracted 
the prospect of a few extra shillir 
of benefit, but repelled by the risi 
cost of living. Nevertheless, 1 
number of pensioners will grow a) 
the total cost of pensions will 
crease on this account by abc 
£15-20 Mn. each year in addition 
the initial increase of about £40 M 
a year which results from the recent 
rise in pension rates. Other soca! 
security benefits are not likely to rs 
unless (a) there is an unexpected 
crease in unemployment or ‘b) 
rise in prices makes an increase 
benefit rates inevitable. The latter | 
highly probable, and its grow: 
urgency will correspond to an 
crease in supplementary paymerts 
through the National Assistance 
Board. We need not assume, hx 
ever, that the Exchequer will have | 
find all the money for these increase 
If benefits are raised, there is a cause 
for raising contributions also; ané 
the National Insurance Fund has 
reserve of £1,100 Mn. which is sup- 
posedly being held for the payment 
of unemployment benefit in the 
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xt slump but may be raided to 
‘cet the costs of the boom. 
dn interesting sidelight on this 
vation is a recent instruction from 
e Governmeny that, for the purpose 
calculation, the Ministry of Nat- 
nal Insurance may now assume a 
ne-rerm average Of 4°) unemploy- 
‘mt in place of the 84°. stipulated 
1946. 
Curning to the Health Service, it is 
‘ar that costs are flattening out and 
vht have settled at about £450 Mn. 
vear even if the Chancellor had not 
opted a deliberate policy of limit- 
the total cost and only allowing 
creases in One branch if they can 
‘matched by economies in another. 
cre again) we must qualify our 
timate by saying that 4 continuing 
se in prices would increase hospital 
\aintenance costs, the cost of 
varmaceutical and dental materials, 
id in due course the wages and 
ilaries which bulk so large in the 


‘Tealth Service account. 


tes. confirm 


t about £1,800 Mn. 


The stabilisation of food subsidies 
id a glance at the education estim- 
our view that, other 
ings being equal, the total cost of 
ie social services is settling down 
But of course 
ther things are not equal—on the 
ne hand, we have the pressure of 


‘ising prices and, on the other, the 


ressure of defence production 
hich, directly or indirectly, may call 
economies in social expenditure. 
conomy Problem 
if we have to 
iould it be done? 
it is impossible for an outsider to 
ecide to what extent ihe administra- 
yn of the social services is ineffic- 
nt. Popular discussion of — the 
tbject reveals a host of stories of 


economise, how 


umbersome machinery, unnecessary 


aper-work, willing officials power- 
ss to act and powerful officials un- 
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willing to move. We can only hope 
that the experts in administration 
may be given authority and wisdom 
to find out whether or not the partic- 
ular stories are a sample of the 
whole, and to apply the appropriate 
remedies, 

There is, however, one funda- 
mental principle, which could be 
profitably discussed. The original 
purpose of the social services was 
the avoidance and relief of poverty. 
They have now been generalised into 
a system of flat rates of contribution 
and benefit which apply to rich and 
poor alike. On administrative, pol- 
itical and psychological grounds the 
case for a generalised system of flat 
rates 1s very strong, but if a cut in 
the cost of the services is essential, 
there is an obvious field for economy 
by application of higher contribu- 
tions and lower benefits to those who 
would not thereby suffer poverty. 

To the extent that the social ser- 
vices are financed out of progressive 
taxation, this principle already ap- 
plies. It applies also in the adjust- 
ment of certain pensions if income 
is earned. in the imposition of 
charges for certain health benefits 
and, inversely, in the payments of the 
National Assistance Board. The 
danger of the principle is that if 
applied individually it will amount to 
a means test. It must therefore be 
applied categorically, in categories 
that exclude, if possible, the people 
with lower incomes and greater 
needs. 

We can only mention briefly a few 
possible applications. First, there is 
a case for increasing the standard 
rate of contribution for insured per- 
sons on the ground that it is a 
comparatively small item in weekly 
expenditure and that the unem- 


ployed and the sick, who are most 
in danger of poverty, would not pay 
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it. Secondly, there is a case for 
further reduction of subsidies, not so 
much on food as on housing, meals 
in schools and canteens, and some 
welfare services. Thirdly, there is a 
case for further charges in the Health 
Service, particularly for services 
which, like the provision of false 
teeth, are non-recurring and, in a 
curious sort of way, “worth saving 
up for.” Fourthly, it would be reas- 
onable to make a “board = and 
lodging ” charge to hospital patients 
and a nominal charge for the use of 
ambulances, attendance at welfare 
clinics and possibly some of the 
educational services other than 
schools now provided at consider- 
able cost by local authorities. 

There is in fact a general need for 
more enquiry into the possibility of 
making nominal charges for social 
services. Their importance lies less 
in their vield of revenue than in the 
reminder which they would give to 
consumers on each occasion that 
social services are costly in money 
and materials. 


Conclusion 

The Beveridge Report said that 
the object Of a comprehensive sys- 
tem of social services was to secure 
freedom from want. That freedom 
has been secured and there is very 
little, iff any “primary” poverty in 
Britain today. The fear of insecur- 
ity, however, is still with us. The 
greatest threat to our social security 
is not the danger of a cut in the 
social services; it is the rise in prices. 

And yet. if we could, by any means 
in Our power, so restrict consump- 
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tion and investment that inflationai 
pressure Were removed, there woul 
probably be some increase in unen 
ployment. Is there a fundamenta 
dilemma here? Must we, financialls 
choose between a heavy burden « 
unemployment benefits and a hea\ 
burden of rising costs, and, psych 
logically, choose between fear of w 
employment and fear of inflation 
Until recently there was hope, amon 
some economists, that we could fin 
a middle way by removing ju: 
enough inflationary pressure to giv. 
us price stability without -causing | 
rise in unemployment beyond th: 
level at which the number of idk 
men would equal the number of 
vacant jobs. Their hopes were vain 
because those in authority could not 


bring themselves to enforce any par- 


ticular cut and feared a rise in prices 
less than they feared a rise in unem 
ployment. 


Now, the fear of another kind of 
insecurity has brought the imposition 
of a heavy defence programme on a! 
economy already over-fully em 
ployed. The choice is more grin 
than ever: an inflation that at an) 
time may get out of hand and leav« 
us freedom but no security: a hurriec 
return to the régime of rationing anc 
controls. with security but no free 
dom: or a supreme effort to cul 
consumption and investment anc 
social services with a@ minimum © 
controls. The last is the hardest wa’ 
and may not be possible. But ift 1 
were. it might bring us both freedon 
and security, not brimming over, bu 
in fairly good measure. 


NET MIGRATION CHANGE IN U.K. SINCE PRE-WAR_ 
In the first six months of 1938, 23,776 immigrants arrived in U.K. 
and 13,919 emigrants left. a net immigration of 9.857 of which “ aliens ” 


formed only a very small part. 


In the first six months of 1951, 34.861 
immigrants arrived and 84.617 emigrants left, 
49.756 of which some 5.000 were net “ alien’ 


a net emigration of 
emigrants. Canada and 


, 


Australia took over half of the total emigrants. 
Board of Trade Journal, London, October 27 1951 
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U.K. Social Services 
Expenditure 1910—1950 
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The illuminating table below is from a paper by John Stirling, Chief 
Accountant to the Department of Health for Scotland, delivered to the 


Economic Section of the British Association in August 195]. 


Differences will be found between the figures here given and those 


given by Mr. Hagenbuch in the foregoing article. This arises 


1910-11 1935-36 
Amount, Amount, 
__ £000 £000 
{. Social Service Expenditure (publicly borne)— : 
Unemployment Insurance Acts, ete. ee : 68,752 : 
Health Insurance Acts — : 7,450 : 
Widows, Orphans, and Contributory O. AP. : : 
Acts — : 14,000 : 
Contributory Insurance Schemes (1949-50) : ; 
Family Allowances Act = 
O.A.P. Acts—Non-contributory and Supple- | : 
mentary Pensions _... 7,368: : 43.774 
Education Acts, ete. (including approved | : 
schools) he 32,5659 5 103.503 
Miscellaneous Nutrition Services, ete. || : 
(1949-50) < as : 
Public Health Acts—-Hospitals ao 2,103" 13,794 
Maternity and Child Welfare, Midwives : 
Act, etc. 22 : 3,079 
Lunacy and Mental Tre: itment, and Mental : 
Deticiency Acts ; Leg SS ae 5,530 
National Health Service (1949- 50) - , : 
Housing : ae 264 : 19,728 
Relief of the Poor Be 15.490 : 48,339 
National Assistance (1949-50)—-Exchequer : 
—Local Authorities 
Administration (central) (1949-50) nae : 
Fotal of Item 1 ;. £000 58.314 : 327,949 : 


2. Estimated National Income at current prices— | : 
U.K. to 1910-11; G.B. from 1935-36 £000) 2.063.000 : 3,986.000 


3. Ratio of Item | to Item 2 : ee 2.9 : 8.2% 
4. Population (thousands) : 

U.K. to 1910-11; G.B. from 1935-36 y 45222 : 45.600 
5. Public Expenditure on Social Services— : : 

Item 1—-per head of population (actual) ... GG 3 OF (Se 
6. Comparative price index—1900 et 106 : 159 : 
7. Public Expenditure on Social Services per : 

head of population at 1900 prices LE & os Aol 5 
8. Average Income per head of population— : 

actual 45 > @ ar -& @ 

> Do. at 1900 prices |} 43 1 0: 55 0 O 
10. Amount per £1 of average income diverted : : 

to meet public expenditure on social services (at De 


From Local Government Finance, London, November 195] 


£000 


through a 
difference in definition us to what constitutes “ social services.” 


1949-50 
Amount, 





147,500 
60,900 


26,700 


268,600 


408,600 
54,500 


49.200 
7,100 


67,400 
_ 1,162,000 


10.864,000 


10.7% 


48,992 


23 14 
393 
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Practical Politics of 


Atlantic Union Defence 


By PROFFESSOR J. E. 


We Must now rule out the full 
federal solution to the problem of 
North Atlantic unity as being im- 
practicable in the immediate future. 
The next possibility to consider is 
some confederation working through 
some council of ministers with 
appropriate subordinate  organisa- 
tions. The purpose of this organisa- 
tion would be to draw up: 


(a) a jointly-agreed programme 
for the defence expenditure of the 
constituent members, 

(b) a jointly-agreed programme 
for the contributions which each 
member should make to the com- 
mon defence, any difference between 
(a) and (b) being filled by the receipt 
or payment of military aid, 

(c) a jointly-agreed programme of 
Where it was most desirable on 
military and economic grounds that 
certain lines of production should 
be developed, and 


(d) a jointly-agreed programme 
about the fiscal, monetary, and other 
economic measures which should be 
taken by the individual countries to 
carry out these programmes in a 
way which caused the minimum of 
disturbance to each other. 


Now this is probably the sort of 
system which we should strive to 
achieve in as near a future as pos- 
sible. However, the countries of the 
Atlantic Community are still a long 
way away from anything really satis- 
factory on these lines. One cannot 
expect the plans to mature in the 


MEADE (UNIVERSITY OI 


LONDON) 


tidy way in which they are enu- 
merated above, 


The countries will not in fact get 
together, formulate complete and 
well-integrated plans, and then go 
home and carry them out. What they 
do now, and what they are likely to 
continue to do for some time is for 
each country to formulate its own 
national defence budget, to decide 
for itself where it will obtain its 
supplies and decide for itself what 
fiscal and monetary policies and 
what economic controls it will em- 
ploy to realize its plans. 

Marginal! Adjustments 

Attempts should, however, be 
made by common agreement to 
make marginal adjustments to these 
national plans on the following lines: 


1. The countries must jointly con- 
sider wheiher the total effort is 
really enough or whether cach ought 
not to do rather more. 


2. They must consider whether one 
particular country ought not to con- 
tribute a larger share of the total 
and some other country rather less. 


3. They must consider whether 
the amount of effort put into one 
theatre may not need to be increased 
at the expense of that going into 
another theatre, in which case the 
actual expenditure in one country’s 
defence budget may need to be de- 
creased at the expense of a rise in 
the defence expenditure of another 
country. Such adjustments would 


From “Some Economic Problems of Atlantic Union Rearmament,” Lloyd's Bank 


Review, October 


1951 
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require adjustments of military aid 
paid between the countries. 


4. Thev would have to consider 
whether marginal] adjustments might 
not be made in national production 
programmes so that rather more of 
some particular type of equipment 
was produced in and purchased from 
one source rather than from another. 


Much progress remains to be made 
even in this the least ambitious type 
ef scheme for joint consultation on 
economic plans and programmes. 
The North Atlantic Treaty Organisa- 
tion is the one promising organisa- 
tion through which this could be 
done and if it is to be useful in the 
ways indicated above, it must con- 
cern itself with the economic rela- 
tions of the Atlantic Community 
with the whole of the rest of the 
world. For example, in considering 
whether a country is pulling its 
weight or not in defence against 
totalitarian aggression, attention 
must be paid to its total contribu- 
tion, in the Far East as well as in 
Europe, and this total effort must 
be measured against its total re- 
sources. 


N.A.17.0.’s Economic Organs 


The Production Board of 
N.A.T.O. has attempted such tasks 
as making surveys of the production 
capacity available in particular 
countries for particular jobs. It can 
thereby hope to persuade particular 
countries to produce more of par- 
ticular types of equipment and other 
countries to purchase more of their 
supplies from these sources. Its 
success in this field is, however, 
likely to be limited until more pro- 
gress is made with the other eco- 
nomic problems, For example, there 
may be capacity in Italy to produce 


more trucks suitable for military 
purposes; but until the Italian Gov- 
ernment knows who will ultimately 
pay for the trucks it may be un- 
willing to promote the desired ex- 
pansion of their production. 


The Financial and Economic 
Board of N.A.T.O. has been en- 
gaged in collecting from all 
N.A.T.O. countries the basic in- 
formation about defence  pro- 
grammes, national incomes and pro- 
duction, manpower, balances of 
payment, and so on, on the basis of 
which could be made a rational 
comparison of defence efforts and 
of the effect on national economies 
of national rearmament programmes. 
It remains now for the Board, on 
the basis of the information so col- 
lected, to initiate agreements about 
marginal adjustments of economic 
programmes. 


Finally, in Washington there is 
now the separate Internationa} 
Materials Conference established by 
the United States, the United King- 
dom and France, and consisting of 
separate committees of different 
countries to consider the problems 
of particular raw materials. The 
problem remains of relating raw 
material policies to the rest of the 
economic problems which the 
N.A.T.O. should consider. 


Such, in brief, is the existing or- 
ganisation. It has not yet achieved 
much in the economic field. But 
there seems to be no organizational 
reason why it should not now suc- 
cessfully tackle its essential eco- 
nomic tasks— provided that the 
Governments and the people of the 
Atlantic Community have the will 
to make things work that way. 
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Who Pays for German Rearmament ? 


By DREW MIDDLETON 


BEHIND THE DISPUTE between the 
three Western Powers and the West 
German Government over the status 
of Allied troops in Germany lies 
the question: Who pays? 


The solution of this 
affects all four countries. The Ger- 
mans, whatever the answer, will 
have to make a greater contribution 
to defence. The British and French 
economists are faced with the 
assumption under certain solutions 
of an increased economic burden, 
and the United States in the end 
may have to pick up the check or 
at least a sizeable portion of it. 


The West German Government 
have now been told by their own 
experts that the initial cost of re- 
armament, including such _ pre- 
liminary items as the recruiting, 
housing and feeding of new soldiers, 
will be approximately 3,500 million 
D.M. (approximately $700,000,000) 
in the first fiscal year. This esti- 
mate does not include weapons, 
equipment or uniforms. 


question 


At the same time, the Bonn Gov- 
ernment is contemplating a con- 
siderable increase in the occupation 
costs for the maintenance of three 
Allied armies. During the present 
fiscal year these costs will amount 
to about 6,600 milllion D.M. But 
at the present rate of Allied rein- 
forcements they are expected to be 
considerably higher in the next fiscal 
year. 


Germany's Contentions 

The German Government has 
been informed by its financial ex- 
perts, however, ihat the most that 
can be raised next year to meet the 


i ron Neu 


} ork Times, 


occupation costs is about 8,000 mil- 
lion D.M. This sum, plus the initial 
outlay for German troops, 1s more 
than the one-tenth of the gross 
national product the Germans are 
expected to pay for defence, accor- 
ding to German estimates. 


The Germans contend that since 
their country is manifestly unable 
to pay both the occupation costs 
and the initial cost and upkeep of 


its own troops, that new treaties 
should be negotiated between West 
Germany and each of the three 


powers and that ¢ach treaty should 
provide for the financial maintenance 
of its forces by the nation con- 
cerned. 


Cannot Be Done 


The British and French assert 
that this cannot be done. The 
Briush share of the occupation 
costs, most of which goes to main- 
tain British divisions, is 2,090 mil- 
lion D.M. a year for the current 
fiscal year. It will be more next 
year. 

“No Government can go to the 
British people in their present 
financial state and tell them that 
henceforth they must pay this sum 
out of their own pockets because 
the Germans have made up their 
minds to raise an army in their own 
defence.” one British official said. 
“It may be two and a half years 
before a German Army is ready,” 
he added. “Are we expected to 
pay for the defence of Germany dur- 
ing that time?” 


One solution to which 
Allied officials are giving a 
deal of thought is this: 


some 
good 


October 1951 
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GERMAN REARMAMENT 


The Germans should pay the 
inttial costs of raising of a German 
Army and as much of the occupa- 
tions costs as can be done without 
straining their economy during the 
period when a German Army is 
being trained. At the same time 
the United States should give West 
Germany weapons and equipment 
ysutright or make a loan to West 
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Germany to enable it to buy 
weapons and equipment. Once a 
German Army is in the field, either 
as part of a European Army or as 
separate contingent under the com- 
mand of General Eisenhower (a 
concept that retains many advocates 
there. then the occupation costs as 
such would be abolished. 


How The World Bank Works 


A Typical Loan Described 


IN May 1949 we sent experts to 
survey the economy of El Salvador 
at the request of the Government. 
What the experts discovered was en- 
couraging. The international credit 
position was good, and international 
payments were in balance. An ex- 
port tax on coffee was producing 
revenue in a sound and equitable 
way. 

The main difficulty was that El 
Salvador was a one-crop country, 
and as such was subject to the ups- 
and-downs of one-crop countries. 
The Bank’s mission decided that 
diversification of such crops as 
sugar, cotton and henequen, as well 
as expansion in coffee cropping, 
depended on the hydro-electric de- 
velopment of the Rio Lampa. More 
power was needed for farms and to 
Operate irrigation pumps. More 
power would also increase light in- 
dustries and improve water supplies. 


Local power sources would also 
improve the foreign exchange 
position, as at present much of the 
power is from imported diesel fuels. 
Local Flotation 

All of these considerations formed 
a highly favourable background for 
financing by the Bank, and in 


December 1949 a loan of $12,545,000 
at 4)°., for 25 years was granted for 
the hydro project. 

In addition to this, which was in- 
tended to cover costs of a dam and 
plant, the project Commission 
needed the equivalent of $5 million 
in local funds to cover local costs 
of wages and construction materials. 
At first it appeared to the Sal- 
vadoreans difficult or even impossible 
to raise this locally. But with the 
aid of the Bank’s Director of Mar- 
keting, who spent some weeks in 
the country, the Commission was 
able to sell locally an issue of tts 
bonds, the first such issue in the 
country’s history and the first step 
towards the creation of a local 
capital market. The issue was a 
complete success. 

But it is our experience that of 
all the problems facing the under- 
developed countries, the easiest 
problems are those which can be 
solved by the engineers. The most 
stubborn are those involving the 
complicated traditional ways in 
which the people in many parts of 
the world think. do business, and 
run their governments. These prob- 
lems cannot be pushed out of the 
way with bulldozers. 


Paris, September 21, 1951 


From Speech by Mr. Walter Hill at the International Banking Summer School, 
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Australia Looks Round 


By Sir DOUGLAS CoPpLAND 
(Vice-Chancellor of Australian National University) 


AUSTRALIA SHOULD MAKE more 
direct payments arrangements with 
the United States and Canada in 
order to raise loans for large 1m- 
ports of capital equipment. 


Her population is increasing by 
34°, per annum, a heavy deficit in 
her balance of payments ts expected, 
and if development is to be 
sustained, capital equipment must 
be obtained from outside the ster- 
ling area. 


Australia at present enjoys a 
dollar surplus, and therefore should 
accept more responsibility in financ- 
ing her own dollar requirements. 
Hitherto, she has relied on drawing 
dollars from the sterling pool while 
restricting dollar imports. The long- 
term need is for her currency to be- 
come fully convertible. 


Larger overseas loans would tend 
to revive the  nineteenth-century 
pattern of international investment 
which is essential to progress in the 
free world. At present, the result of 
having to draw heavily on the ster- 
ling dollar pool means that develop- 
ment is impeded, and the produc- 
tion of essential foodstuffs for the 
United Kingdom is squeezed. 


Whether this plan would weaken 
the sterling area depends on what 
view one takes of the purpose of 
that area. If that purpose 1s to pro- 
wide a capital market, then it 1s al- 
ready weak. Under the new policy, 
Australia would still keep large 
sterling balances in London, but her 
dollar loans would increase con- 
vertibility and thereby strengthen. 
not weaken, sterling. 


FINANCIAL TIMES COMMENTS— 


It is Obvious that any scheme for 
large-scale foreign investment can 
only be based in the long run on 
the resources of the one industrial 
country which still maintains a size- 
able export surplus—the United 
States. 

But whether the best method of 
obtaining the necessary funds would 
be for each individual country to 
make a direct frontal assault on the 
American capital market, on the 
lines implied by Sir Douglas Cop- 
land’s proposals, is another matter. 


The truth is that if Australia or 
any other’ important sterling area 


country really succeeded in re- 
orientating its whole economy  to- 
wards the dollar area the reper- 
cussions on the sterling system as a 
whole might be serious. This 
system relies, after all, on the mem- 
bers being willing to direct a large 
portion of their exports to markets 
within the area. If they decided to 
divert these goods on a big scale 
to markets outside, the free con- 
vertibility of sterling within the 
system would very soon break 
down. It is in the end the mutual 
interdependence of the trade of the 
various members which keeps the 
sterling area functioning. 


From Financial Times, October 25, 1951 
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MANCHESTER GUARDIAN COMMENTS— 


It is true enough that the only 
chance of a permanent balance be- 
tween the dollar world and the 
sterling world rests on a larger flow 
of capital from the United States. 
Professor Copland may, however, 
be doing less than justice to the ster- 
ling area in saying that it can no 
longer supply capital needs. 

There was nearly £120 millions 
investment from abroad in 


real 
Australian industry between 1947 





and 1951. Of this less than £14 
millions was dollar investment. The 
rest must have been largely from 
Britain. 


Professor Copland must not only 
show how Australia can attract 
more dollar capital by leaving the 
sterling area, he must also show 
how she would make up the loss of 
capital investment from Britain 
which such a move might involve. 


From Manchester Guardian, October 26, 1951 


AN AUSTRALIAN ASKS 


What of Britain’s Future ? 


By Sir BERTRAM STEVENS 


(Formerly Premier, 


WHAT DOES THE future hold for 
Britain economically and_ in- 
dustrially? 

From 1946 to 1948, as Britain 
faced up to one crisis after another, 
there were many who predicted a 
complete collapse of its economy. 
But the prophets have been con- 
founded. The facts and the achieve- 
ments of the post-war years, I think, 
justify the assumption that, on the 
short range, Britain will carry the 
rearmament programme in spite of 
the strain on an already heavily 
burdened economy. 

On the assumption that peace is 
maintained, I feel that in the long 
run Britain’s economy is _pre- 
cariously balanced. Can _ Britain 
continue to live by importing vir- 
tually all her raw materials and 
nearly two-thirds of her food? 
Britain’s land, like her mineral 
wealth, is of frugal proportions. Her 


New South Wales) 


farming is already as intensive as 
any in the world, excepting 
probably that of Belgium and 
Japan, while the world knows only 
two examples of greater density of 
population. In manufacture, the 
output is high. 

More Manpower? 


But today she must work harder 
and export more to make good the 
credits she sacrificed in war! For all 
this she wants more manpower. 
Again, can Britain always find 
adequate markets for her manufac- 
tures, which are in_ substantial 
measure composed of capital goods 
to create competitive industries with 
her own? 

These are not new questions. 
Nonetheless, as the years go by they 
pose themselves with increasing 
urgency, for the world’s few re- 
maining empty spaces are slowly but 
surely filling up. The world’s rise 


From Australian Quarterly, Sydney, September 1951 
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in population is forcing up the price 
of food relatively to that of manu- 
factures: and the cost of winning 
raw materials tends to rise. 

Many of Britain’s former best 
customers tend to become self-suffi- 
cient in manufacture (as witness the 
development of Canada, Austraha 


and Argentine. This year alone, 
Australia will) = produce — nearly 


25.000 completely Australian made 
cars—and it has an existing capacity 
set for at least twice that number). 

At present forecast rates, how- 
ever, Britain’s population will not 
increase much more, unless by a 
heavy migration from Europe: and 
in recent years, a big emigration of 
Britons has taken place-—fully at 
the rate of 250,000 a year, mostly 
the young. adventurous and adapt- 
able. 
Spreading the Risks 

There already exist in’ Britain 
virile organisations which urge that 


this outflow should be augmented, 
thus strategically decentralising th 
Commonwealth’s population. 

1 myself believe in some senses 
that it may have to come to this 
But it would be a disaster if there 
were only 30 million Britons direct- 
ing an economy about the size and 
scope of Belgium’s and Holland’s 
at this moment. 

But it might not be a disaster— 
indeed, it might be a boon and a 
blessing to the New World which 
is stll in the swaddling clothes of 
much of its development——-if behind 
such an economy stood not merely 
the United States but nations of 39 
million Canadians, 25 — million 
Australians and 6 or 7 million New 
Zealanders. That is a possibility— 
and with it would go no diminution 
of British power in the world and 
British influence for good. Without 
a strong and powerful Britain the 
whole world would be sadly im- 
poverished. 





PATRIARCHAL BLESSINGS 
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mowers seems, as yet, to have re 


the moments when we wonder why no maker of liwn 
lized that his best customers will 


ilways ve elderly folk, and that if he can gather all the elderly about 


him, his fortune is assured 
It was the 
+} 


Is there none, 


It w: self-starter which brought motoring to the 
aged and old-aged. and thereafter set 

imong the makers 
wit to realize that a lawn mower 
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iddle- 
a great industry firmly on its feet. 


of lawn mowers 


with a self-starter 


which has the 
would sweep 
Americans and Frenchmen and 


Germans and Italians and Spaniards, as well as elderly Britons. would 


walk behind the excellent device 
head of its inventor. 


and call down blessings upon the 


The Times Review of Industry, London, November 1951 
WHITE COLLARS AT A DISCOUNT IN U.K. 
On the Appointments Register of the Ministry of Labour (kept at 
11 offices throughout Great Britain) there were at September 17, 1951, 


+2 


287 vacancies for accountants: but 


as secking posts. 


Remurks by the Ministry were that 
industry and commerce were for 
professions were not popular with qualified men.” 


1.148 accountants were registered 
“vacancies in 
young men, and those in the 
For buyers there 


were 28 vacancies, but 429 registrants; 25 vacancies for Company secre- 
turies, and 361] registrants (“ vacancies usually stipulate age limits”), 32 


vacancies for economists, and 105 registrants: 
Most vacanctes in the last two categories 


staff and 281 registrants. 


21 vacancies for editorial 


are in Government departments or short-term jobs abroad. In no 
category do vacancies exceed registrants. 
Ministry of Labour Gazette, London, October 1951 
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“Any Old Iron?” 


THE PRE-WAR European deficits in 
crap-iron were always covered by 
mports from the U.S.A. Prices 
were generally free of controls, but 
vith the second World War price 
‘ceilings were imposed. The war 
mce over, some countries removed 
his ceiling and the market took 
ime queer turns. 

For instance, in April 1951, tak- 
ng the English price as 100, the 
prices in the following free-market 
ountries were: 

Belgium 500 

France 140 

U.S.A. 370 

Germany 180 

These differences in price en- 
ouraged hoarding and speculation, 
ind scrap markets both betwee: 
-ountries and inside the countries 
hemselves became confused. Stab- 
ilising the scrap market will be a 
ong-term task. 

Peculiar Market 

The scrap market has its peculiar- 
tles—scrap is not produced, but 
sathered. The price is the reagent 
that calls out the raw material and is 
the determinant in this fluctuating 
ind speculative kind of business. If 
the price is too low, scrap-yards fill 
ip and reserves pile up—without 
iny increase in costs. More scrap 
will not be produced by greater in- 
vestment: exceptions to this rule are 
the sources of scrap that through 
their difficulty of access require 
some capital outlay in breakers and 
so on—sunken shipping, for in- 
tance. 

The market displays a_ wide 
variety of dealers—from the small 


man with the horse and cart, collect- 
ing from street to street, to the 
Wholesale merchant with a turnover 
running into millions. 


The greatest change that has 
come over the scrap market in the 
period 1937-1949 is that Germany, 
which pre-war imported about 
600,000 tons yearly, has become the 
world’s greatest exporter, supplying 
66°), of the estimated world trade of 
4.6 million tons. The United States 
which in 1938 exported over 30 
million tons, has become a net im- 
porter, and the world’s greatest 
consumer. Great Britain is the 
second greatest consumer—in_ the 
1920’s scrap made up 53%, of her 
steel production and by 1939 it 
made up to 63 


German Stocks Dropping 

The American Scrap Commission 
for Western Germany estimated in 
1948 that the country held stocks 
amounting to 5-10 million tons, be- 
sides the greai reservoir among the 
ruins of the great cities. At that 
time German industry was unlikely 
to take up more than a small part 
of this supply. But since the cur- 
rency reform the internal demand 
has increased. 


The Korea crisis intensified the 
demand from abroad: prices rose 
and exports contributed in no small 
Measure to Germany’s improved 
balance of payments. But by the 
middle of 1951 stocks were running 
dangerously low, and the Allied 
High Command instituted control 
and rationing as between the needs 
of German industry and the export 
market. 


From Handelsblatt, Dusseldorf, October 27, 1951 
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Germany will shortly become 
again a net importer, for scrap col- 
lections are no longer sufficient even 
to satisfy her normal demands of 
over 250,000 tons a month. 

Large quantities of valuable scrap 
remain on the floor of the ocean 


about fifty to sixty thousand tons 
alone in the Baltic, besides much 
larger quantitics in the North Sea. 


The wrecks of the “ Bremen,” the 
“Sierra Cordoba” and the “Tirpitz” 
lic in not inaccessible positions, 
although salvage costs are high and 
still rising. 

An advertisement of a steelworks 
in Dortmund puts the problem 
forcibly: 

“Kein Schrott — Kein Stahl 
sein Brot” 
(“No Scrap—No Steel 
No Bread’’) 
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Combing the Streets for Scrap 
Abandoned — trolley-car (tra 

tracks throughout) America wou 

ayord one million tons of hig 


erade scrap, and as an 


incentl): 


towards its collection a premium of 


S25 per ton has been authorised. 
This is to make it posstble fi 
private and municipal operators 
FCMIOVE 
in conerete, without loss. 
tiie American Government is al 
an inventory of tl 


25,090 automobile gravevards in tl 


DY DAN MO 
fF {Fiilg 


the rails, mostly embedded 


COURTIFY, 10 eX pedite the flow Of Sera! 


from this source. 
tons is estimated to availab] 
over and above the four million toi 
already coming from the vards. 
From New York Times, 
October 30 and November 4, 


be 


1951 


A further millior 








ESTIMATED WORLD CINEMA CAPACITY 


Uniied States 

U.S.S.R. 

United Kingdom 

India 

Japan 

China 

Pakistan 

Middle East 

Total for World 
Eastern 


DUDLEY 


MR. 


Mr. Dudley Seers, University 


. ‘ GT oe 
Economist, New Delhi, October 


195i 

No. of Theatres Vo. of Seats 
195797 12.384.150 
12.614 §.300.000 


§.000 4.160 000 
3,003 1,942,800 
746 SH 1,500,000 
334 §§0.000 
352 995.000 
294 223.000 
77.500 41.480.00% 


19, 1951 


SEERS 


Lecturer in Economic Statistics, 


Oxford, protests that the article by him published in Economic Digest, 


September, 1951, bears a title that misrepresents his views. 
was ‘Why not nationalize undistributed profits?’ 


Our title 
Mr. Seers’ own title 


as was made clear in the acknowledgment printed in Economic Digest 


was simply ‘ Undistributed Profits.’ 


We agree that our title could be read as indicating that Mr, Seers 
was advocating the taking over by the State of ail company reserves 
as they stand. The article in fact is not concerned with existing reserves, 


but with additions to reserves. 


Mr. Seers delivers judgment against the 


nationalising of these additions to reserves, and suggests that companies 
should issue shares covered by new undistributed profits to a permanent 


body representing employees. 


We regret the ambiguity of the title we used. 


Editor, Economic Digest 
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‘Is America Truly Capitalist ? 


By ALBERT LAUTERBACH (University of 


fun UnNnirep STATES is about the 
ynly country in the world today 
where “capitalist” is not an invec- 
tive but rather a compliment. The 
prevailing attitude on this side of 
the Atlantic and Pacitic toward the 
struggles of other nations for new 
orms of social and economic life 1s 
that of pity, often mixed with ire. 
[hese nations are not interpreted as 
being incurably wicked, but are 
pitied for not having seen the light 


Conversely, for most Europeans 
Asians to state that America is 

pitalist carries the implication that 

is exploitative, stale, oppressive, 
desperately hanging on to an out- 
ioded structure of privileges. 

The real question is to what 
extent the set of institutions and 1n- 
centives that 1s called capitalism in 
\merica today is basically indenti- 

| with the one that has, rightly or 
vrongly, been identified by Euro- 
means, partly under the influence of 
Marxian ideas, with the concept of 

‘pitalism for the last century or so. 
Dramatis Personae 

Nobody who is reasonably free 
from dogmatic preconceptions 

ould think for a moment of con- 
temporary America in terms of a 
society with only two classes of very 
unequal size. The structure of 
\merican society is far more com- 
piex than that. 

The capitalist. The individual 
fictory-owner who is his own 
ccneral manager and chief engineer 
sull exists, but he is relegated to a 
position of decreasing importance. 
Ownership of the capital invested in 


Michigan) 


an enterprise has become a mere 
coincidental feature of managerial 
control, if not an oddity. The 
capitalist has progressively been 
divorced from the managerial func- 
tion by the credit mechanism and by 
the deveiopment of corporate forms 
of business. 


Our community boasts of millions 
of stockholders but the Overwhelm- 
ing majority of Americans still does 
not Own any corporate securities, 
and those who do usually have little 
knowledge of and less influence 
upon the enterprise they “own.” 


The range of owner-management 
enterprise that remains in existence 
in smali companies and, to some 
extent, in medium-sized business 
should not be underrated: but in the 
giant corporations that account for 
a growing proportion of American 
production much of the contro! has 
been taken over by minority groups 
of stockholders through  holding- 
company arrangemenis, interlocking 
directorates. and, last but not least, 
intangible links on the level of social 
and family relations. The rival 
partner of such ownership groups 
has been the relatively new class of 
managerial executives, which is 
increasingly (if sometimes vainly) 
expected to combine expert training 
in technology and administration 
with the spirit of venture and inno- 
vation that was associated with the 
nineteenth-century capitalist. 


The manager. While studying at 
a major institute of technology or 
college of business, he has been 
watched by the personnel divisioi 
of a great corporation. The finished 


From Labor and Nation, New York, September 1951 
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product of the school concerned, 
suli very young, faces an enticing 
offer from one or more corporations. 
If he makes good then his career 


may lead him to the lofiv heights of 
process 


executive 

he may acquire some stocks of the 
corporation that employs | 
this is purely coincidental 
In fact, he (or Manugement as a 
whole) may be at with the 
stockholders, off and on, because the 
managers like to plough much of the 
profit back into the business while 
the capitalists love to have it paid 
out as dividend. He feels increas- 
ingly strong in his role, for the com- 
plexity of modern enterprises and 
the intricacy of technical Knowledge 
required grow all the tme. In his 
general attitude, the manager feels a 
good deal less sympathy toward the 
capitalists. than toward capitalism 
as an economic system that offers 
him enormous opportunities. 

Small business. Far from being 
squeezed out, small business has 
actually increased in numbers com- 
pared with the pre-war period. Its 
main concentrations are in retail 
trade, building, and the service in- 
dustries, but it 1s represented in 
many other fields as well. The 
small businessman considers himself 
as the real carrier of the spirit of 
independent enterprise. At the 
same time, through an odd assort- 
ment of rationalizations. he feels 
entitled to public favour and special 
protection, though he bitterly hates 
any other type of. government inter- 
vention. 

The significance of small business 
cannot be measured accurately 
according to either its numbers or 
its claims. Its comparative role has 
probably been declining. There are 
at least two pitfalls in evaluating it 
quantitatively: first, the very con- 
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cept of small business has change 

What is considered a small bus 
iness in the United States today 
would often be considered — bi 
business in Italy or India; and 
second. what looks like an indepen 
dent business technically and supe: 
ficially is quite often just a glorifiec 
outlet or branch of one or more big 
corporations insofar as it depend 


on their brand products, credit 
terms, national advertising, an 
pricing practices. 

Vice worker. The Marxian prole 


tarian has nothing to sell but his 


lubour power. The Americar 
worker today is in a comparabk 
position. He may have some 


additional income from interest 01 
savings or government bonds; he 
may even own afew industrial! 
stocks, and he may be entitled t 
benefit or insurance payments of 
one kind or another some time dur- 
ing his life. But on the whole he 
depends on selling his labour power 
in Order to suppor{ himself and his 
family. 

Chances are that he will always 
remain a worker, though there Is a 
vague possibility that he may start 
a small business on his own some 
time. However, his standard of liv 
ing is very different from the one 
that the Iron Law of Wages im- 
plied: he no longer works fourteen 
or sixteen hours a day in order t 
earn barely enough income for food 
shelter, and reproduction. Some 
marginal groups of rural labourers, 
it is true, are not much better of! 
financially even today; but at the 
other end of the scale there is the 
skilled worker who earns more in a 
day than millions of South Ameri 
cans, Asians, or Europeans earn i 
a week, and who may own an auto 
mobile, a house, a television set, and 
many gadgets which are considered 
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IS AMERICA TRULY CAPITALIST 


| privilege of the few in other parts 
f the world. He does not think of 
iimself as a hopeless or rebellious 
utcast, even though lack of econo- 
mic stability may grossly disturb his 
neace of mind. 

The farmer. The American far- 
jer is essentially a small or medium 
usinessman who makes his living 
rough active work on the Jand. 
He represents the largest single 
‘roup of owner-management. His 
mentality is very different from that 
f a peasant in Europe or Asia. His 
farm 1s seldoni a self-sufficient unit, 
fur more Often a specialised market 
enterprise based on one or two cash 
rops. 

He is always out for new gadgets, 
iew crops, new markets that may 
ncrease his income (though he has 
ilso got pretty well used to govern- 
nent help in good times or bad). 
He is mechanically minded and can 
adjust himself to factory work more 
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easily than his opposite number in 
Europe or Asia. When wages are 
high, some of. his children go to the 
industrial areas on the East or West 
Coast, though they may come back 
to the farm country when job open- 
ings and wages get poorer. 


The professional. With the grow- 
ing specialisation in American 
society, this professional group re- 
mains relatively small in numbers. 
Much of the intellectual leadership 
comes irom it, for good or bad, and 
the mayor social groups mentioned 
earlier all have to hire professional 
experts in order to hold their owr. 
in the social showdown. The fre- 
quent development of the profes- 
sional from an independent free- 
lancer to a hired lobbyist is not 
altogether cheering, but fortunately 
if is by no means universal. It has 
become diflicult for the professional, 
however, to remain either aloof or 
independent. 





SYNTHETIC RUBBER TO BE CHEAPER THAN NATURAL? 


Producers of natural rubber are on the verge of losing the large 


U.S. market. The 


American Reconstruction Finance Corporation 1s 


selling its synthetic product for slightly more than a third of the 


natural latex price. 

and the goal of 50,000 

getting nearer. 
Financial 


tons a 


Times, London, October 24, 


Better cold rubber latices have been perfected, 
yeal 


outpuf of syntheuc rubber 4s 
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U.S.A. IS USING LESS NEWSPRINT 


American consumption of news 


400,000 tons a yeur to a 
per cent. of world production. 
tons in 1950, the U.S.A. took 

But tor the first) eight 


sprint rose from 1946 to 
height of 6 million 


1949 by 


tons a year, or 60 


Of Canada’s total export of 5.3 million 
90 per cent. 

months of 
newsprint than in the same period of 1950 


1951 the U.S.A. used less 


less hy only 0.2 per cent. 


but when stockpiling is taken into account, the drop may be consider- 


able. Stockpiling has 


accounted for about 


17.000 tons 


a day. If 


American demand has reached saturation point, Canada’s increasing 
production may begin to relieve the shortages elsewhere in the world. 


WORLD'S CHIEF 


(1951 estimates 
inada 5.500 
S.A. 1.015 
Britain 640 
inland 460 
Russta 400 


From Handelsbhlatt, 


NEWSPRINT 


Dusseldorj, October 31, 


PRODUCERS 
“000 fens) 


Sweden 36] 
France 330 
W. Germany 210 
Japan io 
E. Germany 150 


195] 
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ECONOMIC BULLETIN FOR EUROPE GIVES 


Survey of East-West Europe Trade 


United Kingdom is Eastern Europe's best customer 


Sinck 1948 WESTERN Europe's 
imports from eastern Europe have 
been stationary at roughly one-third 
of their pre-war volume. Exports 
to the East, on the other hand, have 
fluctuated around two-thirds — of 
their pre-war volume. As a result, 
the laige export surplus of eastern 
Europe which existed in 1938 
(about $300 millon at current prices) 
has practically disappeared, 
trade has balanced in spite of the 
fact that prices of goods from the 
east (chiefly food and raw materials) 
have risen considerably more than 
prices of goods from the west (mainly 
manufactures). 


WESTERN EUROPE’S TRADE 


and 


WITH THE EAST BLOC 
Volume index: 
1938 1948 1949 1950 
Imports 100 «631029 28 
Exports 100 «659 Ss 72—Sts«OG63 
Percentage of 
W. Europe's total 
trade: 
imports y) 4 4 3 
Exports 6 4 5 3 


The * East Bloc * does not include 
Jugoslavia. But until 1949, Jugo- 
slavia’s trade behaved in much the 


same way as that of the other 
eastern countries. In 1950, how- 
ever, her imports from the west 


increased substantially, in contrast 
to the decline elsewhere in the area. 

In general, exports declined far 
below their pre-war level. The only 
striking exceptions were in the Scan- 
dinavian countries. Finnish exports 
to the USSR were negligible before 
the war, but reached substantial 


amounts afterwards, about half being 
due to reparation payments. 

The most important reason why 
the trade of the northern countries 
has developed in this way 1s the fact 
that they are natural markets for on 
of the more essential products from 
eastern Europe, namely Polish co; 
Inis also helps to explain 
relatively high rate of recovery of 
Italian exports to Poland, as counter- 
deliveries had to be made in pa 
ment for substantial coal supplies 

Broken into commodity groups, 
exports to the east have shifted from 
consumer goods to those—raw 
materials and  equipment—which 
raditionally made up a large part 
of, exports from the — northern 
countries to eastern Europe. 

Changes in this commodity com 
position shown in the table 


Helow : 


EXPORTS OF 11 COUNTRIES 
BY COMMODITY GROUPS 
Volume Index 


are 


1938 100 

1948 1949 195 

Food, drink a Se CB 8 
Raw materials ... 97 78 a 
Metals and mfrs. 32 46 45 
Machinery i VS 42 
Vehicles, etc. 79 9? 74 
Chemicals 47 70 5&5 
Textiles 18 of 2 
Other mfrs 38 §=6©600— 37 
Unspecified . 9O 146 96 


Machinery was the only group 
which reached and in 1950 exceeded 
the pre-war volume. At the same 
time exports of machinery from the 


From Economic Bulletin for Europe, Second Quarter 1951, 
Economic Commission for Europe, Geneva, October 1951 
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SURVEY OF EAST-WEST EUROPE TRADE 


USA (after Germany the largest 

supplier before the war) have almost 
pletely disappeared. In_ total, 
erefore, supplies of machinery to 
stern Europe in 1950 actually 
ere only at pre-war level. 

In each year since 1948 the U.K. 
sas been the most important sup- 

ier of machinery; her relative 

iportance declined, however, in 

50 when exports from Italy, 

estern Germany and Sweden 

creased steeply while — British 
xports remained unchanged. For 
the first half of 1951 British exports 
fell sharply, German exports levelled 
ff and Italian exports remained 
tationary. 

Generators are the largest single 

‘m in Soviet machinery imports 
from the U.K., while _ textile 
nachinery and mining equipment 
loom large in Poland’s imports. 
Hungary’s imports in this group con- 
sist. chiefly of German machine- 
tools and electrical apparatus. 

Raw material supplies to eastern 
furope increased from Sweden 
(mainly iron ore and wood pulp) 
ind Norway (mainly animal oil, 
fertilizer and aluminium). Finnish 
timber and pulp exports reached 
considerable proportions in 1948 but 
have dropped sharply since. 

Reason for Changes 

The varying behaviour of the 
lifferent groups of commodities 1s 

» result of a fundamental change 

the import structure of the east- 
rn Europe countries. 

The declining volume of imports 
es not apply to those which are 
sential for industrial development. 
he three groups, metals and metal 
nanufactures, machinery, and 
‘hicles and transport equipment, in 
'°SO made up 59 per cent. of jotal 

ports from the west, as against 45 
per cent. before the war. 
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On the other hand, the share of 
textiles and other consumer goods 
has failen from 19 to 10 per cent. 
Pattern of Imports 

For imports from eastern Europe 
it Was not possible to compute index 
numbers for individual countries, but 
the picture which emerges is essen- 
tially the same as that for exports. 
Imports ito western Germany have 
declined most, and the contraction 
of British purchases was also very 
considerable. Again, the Scandin- 
avian countries best maintained their 
imports from the east. 


Ihe U.K. remains the eastern 
countries’ best customer. Apart 
from Czech exports, which are 


largely made up of finished engin- 
eering and textile products, the bulk 
of the east-to-west trade is in coal, 
timber, grain and meat. 

In 1950 total grain exports from 
the USSR to. western Europe 
increased to a level not far below 
the pre-war level, although bread 
grain exports were smaller. 

The United Kingdom took almost 
the whole of Soviet exports of 
coarse grain. In September, 1951 
it was arranged for the first bread 
grain exports to the U.K., some 
200,000 tons, to come from eastern 
Europe. 

Summary 

For some western European coun- 
tries, the eastern European market 
is stll of great importance, even at 
the low level of trade thaf pertains. 
Nevertheless, the economic interest 
of western European countries in an 
expansion of east-west trade is not 
based on a search for outlets for 
goods which they could not. sell 
elsewhere. It lies rather in the fact 
that eastern Europe is the source of 
basic commodities which can other- 
wise be obtained only against pay- 
ment in dollars. 
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WORLD 
Notebook 


West Germany's Lottery Loan 

The Federal Government ts offer- 
ing a lottery loan of * baby bonds ” 
in 10 DM (17s.) denominations, to 
mature in five years. No interest is 
payable, but annual lottery gains are 
drawn for, corresponding to a net 
rate of 5 per cent. 

Neue Zuricher Zeitung, 
September &, 1951 


And Another in Hungary 

For the third year running, Hun- 
garians are being asked to sub- 
scribe to a 1.000 million forint (£30 
million) lottery loan. Subscribers 
have the choice of premium or 
interest-bearing bonds. Maturity is 
in ten years, prizes for the pre- 
mium-bond holders being drawn 
every six months. Top prize is 
100.000 forints (£3.000). 

Economic News From 


London, 


Hunevary, 


Octolhry 4 195] 


Holland has Densest Population 
With a population of 10.3 millon 
which is 766 to the square mile, 
Holland has now the densest popu- 
lation in the world. England and 
Wales has 743, Japan 578, to the 
Square mile. 
Dutch Bureau of Statistics, October 195] 


— 


World Cotion Crop up 28 per cent. 

World cotton production for 1951- 
1952 1s estimated at 35 million bales 
of S00 Ibs. gross, an increase of 8 
million bales over the previous 
year’s crop. World record was in 
1937-8—39 million bales. 


increase this coming season is from 
7 millicn more bales from U.S.A. 
U.S. Embassy Bulletin, October 24, 1951 


Chief 


Thailand's Bulk Selling Plans 
Thailane’s Government proposes to 
carry on trade in rubber, tin ore and 
timber. The rice trade is already a 
virtual monopoly conducted by the 
Government Rice Bureau. Thailand 
is the only one of the former rice- 
surplus areas of, Asia which ts able 
to export on anything like the pre- 
war scale. Acreage there is higher 
than before the war, although yields 
have dropped, chiefly owing to 
labour shortages and therefore less 
intensive cultivation methods. 

Far East Trader, New York, 


Sepremper 1Y, 19S] 


Australian Basic Wage 
From November |, 1951, basic 
wages ure raised in the various states 
by from 9s. to 14s., costing industry 
£A70m., and the Governments 
about £A20m. 
The Times, October 19, 1951 


Food Crisis in Israel 

Israel's) Minister for Trade and 
Industry said Israel’s food problem 
Was staggering and that the black 
market had led to economic anarchy. 
The Government was reversing its 
of priorities for import of 
capital goods, and concentrating 
their foreign exchange reserves on 
food. 

“Le Commerce du Levant, Betrut 

October 17, 1951 


' 
policy 


Loans for Tito 
Jugoslavia will receive a World 
Bank Loan of $28m. in 1952, to be 
repaid over 25 years. Interest is at 
4} per cent., to be added half-yearly: 
the loan will be in European cur- 
rencies—S$!Im. in’ French francs 
$5m. in Deutschmarks, $2.6m. 1 
Belgian francs, $Ilm. in lire and 
$Im. in pounds sterling. 
Handelshlatt, Dusseldorf, 
Octoher 19, 1951 
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Monetary Gold Holdings 
(SUS Millions) 

Lend End End 

1938 1945 1950 


S.A. ... 14,592 20,083 22,819 
anada 186 354 580 
» America 755 2,764 1.866 
K. ey 3,449 1.980 2,900 
W. Europe 6.492 4.644 = 3,410 
S. Africa 220 914 197 
int. Inst. 14 39 1.661 


26,971 33,150 35 8H 


Notr-—U.S. now holds two-thirds 
as against a half pre-war. 
Europe’s and Britain’s share 
dropped from 31 per cent. to 18 
per cent. of total (which ex- 
cludes Russia). 


fidland Bank Review, November 1951 


Spain to Receive $62.5 Million 

A recent credit of $1.5 million 
rom U.S.A. to Spain for mining 
equipment and machinery brings the 
otal of grants so far to $45.7 million. 
The planned loan totals $62.5 
million, 

Fortnightly Review, Bank of London 
and South America, October 20, 1951 


Europe's Eating Standards 
Comparing calorie values of food 
onsumed in pre-war years and 
1949-50, Sweden is the only country 
to show any appreciable improve- 
ment. Britain’s pre-war consump- 
tion was 3,100 calories per day. In 
1949 it was 3.080; estimated for next 
year is a figure of 3,100 again. More 
potatoes are being eaten in Britain, 
nore bread, and about 50 per cent. 
more milk. Sugar consumption is 
fown 30 per cent. Ireland and 
France are now consuming more 
meat than pre-war. France eats 
ibout the same amount as Britain 


now—120 Ibs. per head per year, 


OEEC Report on “Food Consumption 
Levels,” October 1951 
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Italy Cuts Working Week 

The Fiat Company, Italy’s largest 
concern has cut the working week 
of its 65,000 employees from 48 to 
40 hours. Other factories are follow- 
ing suit; Italian consumer demand 1s 
regarded as saturated, and defence 
orders are not making up the gap. 

Agence Economique et Financiere, 

Paris, October 8, 1951 


Asia’s Sulphur Depdsits 

Fair-sized deposits of sulphur 
exist in Indonesia, but their situation 
at the top of volcanic plugs makes 
quarrying difficult. Pakistani sulphur 
contains too small a percentage of 
useful elements and too high a per- 
centage of arsenic to be economically 
workable. But India may soon 
emerge aS a producer since the dis- 
covery of rich deposits in the South 
of Bombay State. 

Vining Journal, October 19, 195] 


Central American Economic Union 

The Foreign Ministers of El Sal- 
vador, Guatemala, Honduras, Costa 
Rica and Nicaragua have reached 
agreement on proposals for the cre- 
ation of an economic union of, the 
Republics. Among other things, 
free trade between the Republics, a 
joint currency and common import 
tariffs are planned. 

New York Times, October 14, 1951 


Asian Trade Conference 

The Singapore Conference on 
Asian Trade has recommended 
training plans for officials and 
experts in trade promotion in the 
area. Where countries could not 
maintain Overseas trade representa- 
tives, the Economic Commission of 
the United Nations would undertake 
market research. The Conference 
also. recommended a_ permanent 
exhibition of the region’s products. 
perhaps in Singapore. 

United Vations, October 29, 195] 
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Credit now 





Governed by Rationing 


Standard of Soundness plays the major role— 
not Interest Rates 


By Professor JORGEN PEDERSEN (Aarhus, Denmark) 


REGARDING THE RELATIONSHIP be- 
tween the rate of interest and the 
demand for credit, a group of Oxford 
economists undertook an empirical 
study in 1938. The broad result of 
this study was: 

1. The banks’ rate of interest 
did not appreciably affect the actions 
of firms or the demand for credit; 

2. In the open capital market, 
the rate of interest had very little 
effect on commercial or industrial 
firms. but it did affect investment in 
housebuilding and other extremely 
long-term investments with steady 
and predictable returns. 

In 1949, I distributed a question- 
naire on this subject to all the Danish 
banks. The picture conveyed by 
the answers was similar to the 
Oxford findings. Most banks did 
not think that a change in the rate 
between 4 and 6 per cent. had any 
effect on demand, but changes 
between 6 and 8 per cent. might. 


Reaction to Tighter Liquidity 

I tried fo get an idea as to the 
determinants of the supply of credit 
by the banks, by asking the question 
“ How will the bank react against a 
reduction in liquidity?” 

In no case was the answer “ Raise 
the rate of interest.” The most 
common answer was, “If smaller 
liquidity necessitates reducing loans, 
advances to new customers would be 
limited; if necessary, no new 
advances would be made_ unless 
there were an assurance that the loan 
could be discounted by the Central 


Bank. Next, loans to old customers 
would be reduced or stopped. The 
last three steps would be; sale of 
securities, calling in of old credits, 
and perhaps borrowing at the 
Central Bank.” 

To a question on reactions to the 
Opposite situation—a_ surplus of 
liquid funds in banks—the general 
opinion was that in such circum- 
stances demand for loans must be so 
low that the banks can do very little 
to stimulate it. Asked if they 
would reduce the “standard of 
soundness’ in order to get rid of 
surplus cash, the banks replied with 
an emphatic “ No.” 

As far as the evidence of the 
Oxford and the Danish studies can 
be relied on, the conclusions to be 
drawn are: 

1. The market for bank credit 
does not behave like a free com- 
modity market. 

2. The demand for credit is 
independent of interest rates over a 
wide range of rates. 

3. The banks have regard to a 
minimum standard of soundness, 
below which they will not go for 
any reason, and above which any 
loan will be made at the current 
rate of interest without rationing, so 
long as liquid funds last. 

4. Banks do not borrow from the 
Central Bank in order to meet the 
demand for credit. 

5. Contraction in credit is not 
effected by raising rates of interest. 
but by rationing. 


From Weltwirtschaftliches Archiy, Band 67, Heft 1, Kiel University, 1951 
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In all cases, interest rates can be 
neutralized by fiscal policy or direct 
State intervention. But turning to 
the open capital market, the possible 
effect of varying interest rates in 
controlling total demand for goods 
and services through controlling 
demand for long-term investment, 
will influence demand for invest- 
ment on shorter term including 
working capital, and through this 
channel indirectly affect bank credit. 


Rationing versus Rates 

The advantage claimed for the 
price mechanism on the market for 
goods is that you get a more eco- 
nomical utilization of resources. 
The uses that cannot pay the market 
price are excluded. and are con- 
sidered inferior. This ought to hold 
true for the market for funds also. 
If credit has to be curtailed, there is 
a good case for the assumption that 
the credit available should be distri- 
buted to those firms and_ persons 
that can apply it profitably enough 
to pay the market rate. 

It is generally admitted, however, 
that this is not always true in either 
kind of market. But even when 
rationing should replace the price 
mechanism, no one would maintain 
that such rationing should be 
administered by private firms. 

It can therefore not be held 
reasonable that credit rationing 
should be left to the commercial 
banks. For the rationing will be 
administered, not only on the more 
or less incidental state of liquidity 
of the individual bank, but also on 
other circumstances that have 
nothing to do with good economy, 
such as personal connections and 
preferences. 

Where rationing is expedient, it 
Should be performed by the public 
authorities. 


How to Avoid Rationing 

It is well worth examining, how- 
ever, if it is possible to avoid credit 
rationing without giving up credit 
policy as one of the means of control- 
ling investment demand. 

Two different methods can be 
used by the Central Bank to tighten 
the capital market— 

1. Increase in reserve requires 
ments; the primary effect is credit 
rationing by the banks, and the 
secondary effect is a rise in interest 
rates when banks and customers 
alike are forced to liquidate bonds. 

2. Sale of bonds in the open 
market; the primary effect is a fall 
in bond prices, the secondary effect 
a reduction in banks’ liquidity. 

The essential difference between 
the two metheds is that in the 
second, even if the banks are allow- 
ed to borrow from the Central Bank 
to avoid credit rationing, the aim of 
the Central Bank (a rise in the rate 
of interest) is not neutralized. For 
borrowing from the Central Bank 
will not prevent the fall in bond 
prices. 

My proposal, therefore, is that the 
banks should never be forced to 
resort to rationing. They should 
always be willing and able to satisfy 
demands for credit from those will- 
ing and able to pay the current rate 
of interest determined by the Central 
Bank’s rate and complying with the 
standard of soundness required. The 
Central Bank, too, should lend freely 
to the banks on sound collateral at 
rates fixed centrally. 


Implications ; 

An implication of such a policy is 
a change in the aim of credit control. 
Formerly credit policy was resorted 
to for correcting acute maladjust- 
ments in the balance of payments, 
for curbing a boom or stimulating 
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activity in a depression. This 
implied violent fluctuations in rates, 
which had devastating effects on the 
economy. That is why traditional 
policy should be abandoned and 
replaced by one which promotes 
orderly adaptation or adjustment. 
The ‘new policy requires a change 
in the relationship between the 
Central Bank and the commercial 
banks; the Central Bank should be 
the source of liquidity to the banks, 
providing an elastic supply — of 
currency. The volume of credit 
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should be kept within bounds by 
varying the rate of interest, not by 
refusal of the Central Bank to lend. 
One of the great advantages of 
such a policy would be that the 
banks would be in a better position 
to assist the stablishment of new 
firms and the enlargement of old 
ones. For while, at present, they have 
to consider not only soundness but 
also their own liquidity position, 
they would under the proposed 
practice be concerned only with the 
soundness of each project. 


Liquidity is Hoarding 


But far from reducing the real volume of money, 


a hoarder increases it 
By AMEDrO GAMBINO 


LIQUIDITY SERVES BOTH precaution- 
ary and speculative purposes—it 
acts as a protection against all un- 
favourable events, at the same time 
giving the possibility of making the 
most of all favourable opportunities. 
Consequently, in adverse economic 
circumstances, it may be not only 
an essential condition for survival, 
but also an instrument for getting 
ahead of competitors and so laying 
the foundation for future success. 

Obviously the benefits which in- 
dividuals and firms hope to reap, 
however, imply the cost of limiting 
outlay. I{ is a direct and immediate 
cost, an Opportunity cost, which con- 
sists of renouncing the profits that 
could be obtained from = spending. 
And it is just because of this cost 
that liquidity becomes a problem for 
individuals and firms. 

It is also necessary to consider 
the indirect cost to the community 
as a Whole, as a result of the efforts 
by its members to. satisfy their 
liquidity needs, insofar as liquidity 


From 


takes the form of hoarding, i.e., of 
a demand for cash as a store of 
value with which to face the un- 
certainties of the future. 


Stigma of Midas 
As far back as the fable of Midas. 


there has always been a_ vague 
feeling of aversion towards the 


hoarding of money. As economic 
doctrine developed, hoarding came 
to be looked on as a hindrance to 
economic progress. But in classical 
writings, hoarding was looked on 
as something exceptional and ab- 
normal. 


Later, as banking and credit ex- 
panded, interest in hoarding and its 
consequences dwindled. The essen- 
tial tasks of banks was considered 
to be that of turning sterile money 
hoarding to the benefit of the com- 
munity. In lending out deposits for 
productive purposes, the banks were 


preventing the “detestable lust” 
for hoarding from impoverishing 


the nation. 


“Liquidity in the Economy and in the Banking System,” 
Banca Nazionale del Lavoro, Romie, 


September 1951 
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In 1936 the revolutionary General 
Theory of Keynes upset this view. 
Hoarding was brought under the 
limelight again as a factor exerting 
ihe greatest influence on general 
economic activity. 

It was Keynes who identified the 
‘prospensity to hoard” as the 
ause of the permanent deficiency 
f effective demand, which is re- 
sponsible for the stagnation that 
hangs over capitalism, threatening it 
with destruction. 

Liquidity a Fetish? 

The most vigorous passages of 
the General Theory are directed 
towards upsetting the usual concept 
f liquidity, which, he says, is apt 
to become a fetish. Keynes there- 
fore opposes financial “prudence ” 
and “sound” or “orthodox ” 
finance, time after time. 

From the standpoint of Keynesian 
theory it is possible to see how 
hoarding, if it is not accompanied 
by a proportionate increase in the 
guantity of money, is likely to cause 
reductions in aggregate income that 
may be extremely serious, since 
they are apt to lead to cumulative 
processes downwards. Although 
Keynes derives his conclusions via 
savings and investment and the 
effect of interest rate changes, he 
in effect returned to the simpler 
logical processes of earlier econo- 
mists. 

Any individual—let us call him 
A—who is hoarding money as a 
tore of value thereby reduces his 
effective demand. This means that 
someone else. whom we shall call 
B, finds that he is selling less. 
There will be no serious conse- 
quences if B is ready to “dis-hoard” 
to the same extent as A is hoard- 
ing: that is, if B continues to spend 
despite the reduction in his income. 

But it would be more realistic to 
‘uppose that B would reduce his 





WE NEED A NEW 
“GENERAL THEORY” 

The state of affairs which has 
followed the second world war has 
been just the opposite of the situ- 
ation in the 1930's. Since 1945 
there has been a strong demand for 
goods on the world market, an 
almost uninterrupted rise in_ prices, 
no selling difficulties, and, in most 
countries, no difficulty in maintaining 
a hign level of employment. There 
have been great opportunities for 
investment, with generally no savings 
to take advantage oj them save in 
Switzerland, 

These changed conditions require 
a different policy; but so strong has 
been the impact of the great depres- 
sion together with Keynes's theories 
and the New Deal ideology, that it 
has proved difficult to liberate men’s 
minds from the hold of pre-war 
ideas and policies. 

Per Jacobsson, Lecture at Cairo, 
December 1950 





expenditure. And so the movement 
—always assuming that the quantity 
of money remains constant—be- 
comes a cumulative shrinkage until 
“equilibrium by subtraction” is 
reached. This will result in a down- 
ward adjustment of employment. 
Keynesian Error 

This simplified model of the 
Keynesian view makes it possible to 
identify the error which Keynes’s 
argument contains. He has not 
made allowance for the fact that 
banks are in normal times induced 
by the hoarding of individuals to 
expand the credit they grant to the 
public, thus creating a corrective to 
hoarding. In short, hoarding causes 
deflation only in conditions of fixed 
supply of money, including in the 
term bank credit. 











ws 


Under modern banking condi- 
tions, money, just like any other 
commodity, can be and is pro- 
duced according to demand. 

Even under the gold standard, 
increased hoarding led eventually 
to a greater supply of money, not 
only from domestic gold-mining 
companies, but also from abroad as 
a result of lowering price levels 
and international monetary flows. 
This occurred regardless of, the 
motives for hoarding. 

According to Keynes, the public 
cannot affect the quantity of money 
(inclusive of deposits) expressed in 
monetary units: it can only affect 
the real value of each unit through 
increased or decreased velocity of 
spending. 


But in fact, the creation of bank 
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money does not depend only on the 
action of the banks. It is also the 
result of decisions by the public. If 
in order for new bank money to be 
created, it is necessary on the one 
hand that there should be a greater 
volume of credits granted by the 
banks, it is on the other hand no 
less necessary that the public should 
be prepared to increase its holdings 
of liquid resources. 

This point is not made sufficiently 
clear all the while that legal-tender 
money and bank-money are treated 
as one. It is the distinction between 
the two that allows us to identify the 
limits to which the creation of de- 
posits is subject—i.e., as deposits 
are liable to be withdrawn as bank- 
notes, so the “state of confidence ” 
of the public influences the quantity 

—not oniy the value—of deposits. 


Control of Investment 
An approach to the question of creait 
from the demand side 


WHAT MEANS SHOULD be taken to 
bring about the diversion of part of 
the resources of a country committed 
to an arms drive, at the same t!me 
causing the minimum of dislocation 
to industry generally? 


A mere rise in the interest rate 
can fully restrain neither short-term 
nor long-term borrowing, particu- 
larly in conditions of rising prices, 
unless the rise is to be very big. 


For if the gap between resources 
and the demand for investment 
(whether for stocks or for fixed 


assets) is large, small rises in the rate 
will only deter marginal borrowers, 
and raise costs for the remainder. 
Further, with the relative profit- 
abilities of businesses distorted by 
price controls and other frictions, 
those businesses deterred from bor- 


rowing are not those 
which should be. 
Menetary Control 

Few people would advocate the 
use of interest rate variations alone, 
But many propose their use in com- 
bination with a closer control over 
the lending power of the banks. 

It is rather odd that in the days 
when the Bank of England was still 
independent of the Government, its 
control over the rest of the banking 
system was considerably stricter than 
it is now. The whole banking 
system relied for its supply of cash 
on the day to day policy of the Bank 
of England, and there was a working 
rule that the ratio of cash to deposits 
should be about 10 per cent. The 
ratio still holds good (though it is 
now 8 per cent.), but it now means 
exactly the opposite. 


necessarily 


From Planning No. 334, P.E.P., London, September 24, 1951 
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CONTROL OF 


Death of a Ratio 

For whereas in pre-war days it 
was the volume of cash which deter- 
mined the volume of deposits, it is 
now the other way round. The 
change came about as a result of 
ihe need of the Government for 
ready money during the war, a need 
which had to be met partly by the 
sreauion of credit. 

The old ratio has not been res- 
tored and the Bank of England still 
iends to adjust its cash to the volume 
ff deposits—which means that a 
traditional restraint on the power of 
the banking system to lend money 
has been lost. 

It has been suggested that the old 
system by which advances were a 
function of cash, rather than cash a 
function of advances, should be 
restored. The actual 10 per cent 
ratio had no particular virtue save 
that of convenience; it could equally 
well have been any other percentage, 
and would have had the same results 
so long as cash holdings were taken 
as the governing factor. 

Certainly if the volume of lending 
is to be reduced this method of res- 
traint is free from some of the dis- 
idvantages of a higher interest rate, 
since it does not add to the cost of 
essential investment and need not 
conflict with any other method of 
deciding priorities. Whether or not 
to lend becomes a matter of admin- 
istrative decision only. In theory 
there would be no differentiation 
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a) 
Nn 


between one applicant and another, 
but in practice there would be if the 
permissible maximum were nearly 
reached; the banks would be bound 
in effect to take into consideration 
the desirability (however defined) of 
a particular project, and to be more 
selective at a time of stringency than 
at a time when credit was easy 
Resources the Key 

The main factor limiting invest- 
ment at the moment Is not a con- 
scious control at all. It is simply the 
availability of capital goods, which 
is subiect to some Government in- 
fluence in so far as the investment 
and import programmes allow for 
the production and acquisition of 
these goods. 

The trouble is that of all controls, 
inability to get the goods needed, 
and for which the financial resources 
are assured, is much the most trritat- 
ing—even though it may be much 
the most effective. Since the war, 
shortages of physical resources 
have inhibited far more investment 
than has been prevented by the 
C.LC. the Ministry of Works, the 
banks and the interest rate com- 
bined. 

Despite complaints about the in- 
ability cf industry “to keep its 
capital intact.” despite taxation, 
despite the indirect financial limit- 
ations of purchase tax and price 
control, the amount of investment 
deterred by lack of money has been 
small. 





HUNGER FOR REAL MONEY 
The European demand for platinum has increased, with offers to 


urchase going at around £47 per ounce. 
£ g 


export licences are hard to get. 


Supnlies are limited and 


The official price is £27. 


The demand for platinum is linked with the weakness of paper 


currencies including Sterling. 


It highlights once more the hunger of 
the Europeans for real money, something 


anything, that will not 


depreciate between the time one goes to bed at night and the time 


one gets up. 


South African Financial News, Johannesburg, Octoher 74, [251 











552 





RAW MATERIAL PRICES SHOW THAT 


Pound is Worth Three Shillings 


THE MOST impressive fact in the 
modern economie world is the radi- 
cal change in the valuation of the 
principal foods andraw materials 
and this is especially notable in the 
textile materials, all of which show 
a high percentage of change. 


produ ge 
r (ger 1935-39) 
¢ ( 
Wheat 4 463 
Fats and Oils 7 590 
Sugar 19 855 
Rubber 178 $55 
Copper (last season) 14 412 
Lead as € ] 633 
Zinc i. ms 44 é71 
Tin (decrease) 1} 412 
Cotton 11 620 
Wool (last season) 5 667 
Sisal 40 1245 
Juie 25 950 
Average 29% 673% 
The whole group as_ above 


averages in price 6} times pre-war, 
although production has increased 
by an average of 29%. 


This radical chauge of values in 
food and raw materials brings to 
light a very important point in our 
own economy. The purchasing 
power of the pound in these primary 
markets has, on this showing, sunk 
to about 3s. We have another test, 
however. The value of the pound 
in the free gold market in Paris 
works out at about 3s. 9d. This 
corresponds with the average pur- 
chasing power of the pound in the 
non-ferrous metals, viz., 3s. 9d. and 
in rubber 3s. 7d. 


The purchasing power in cott 


and wool would appear to be abou: 


3s., or about 20% less. 
Incidentally, it may be remarke 
that the steady increase of fre 
trading in gold, to which Canad 
has now. subscribed, seems like! 
before long to bring to the test th 
present arbitrary figure fixed for 
in New York which does not reflec 
the rising costs of production a! 
over the world, nor those of th 
gold) mining industry. 
later these must assert themselves | 
gold is to dominate values, which 1 
has failed to do so far. This is no 


Sooner 0} 


likely to affect our finances un 
favourably because of our interes! 
in gold mining. So far as ou 


currency 1s concerned, it 1s only 


matter of academic inierest, for the 


utility of gold in our monetary sys 
tem is littke more than ihat of 
reserve Which would 
in value if if represented a genuin 
reserve Of metal. 
Terms of Trade 

but a very important question re 
mains which affects our trading sub 
Stantially, 


4 


be enhanced 


We have seen that the purchasing 


power of the pound, when related 1 


the more necessary supplies that we 
draw from abroad, is in the neigh- 


© 


bourhood of 3s. 
marketing the products of our ow 
labour? 

We have to export 36 per cent 


How do we fare in 


more of our products in order to 


obtain the pre-war 


quantity o! 


supplies from abroad, or to put it in 


another way, the purchasing powe: 


From Report, Wigglesworth & Co. Ltd., London, October 1951 
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POUND IS WORTH 


the pound can be rated as 6s. 443d. 

those who buy our exports and 
aly 4s. 9d. for the purchase of our 
ipphes abroad. This is equivalent 

a heavy bonus on our exports 
suich may explain the scarcity of 
and the sacrifices made in 
very household for the sake of the 
«port market. 

But two serious questions arise. 
(1) How can this heavy deteriora- 
nm oin the terms of, trade be 
‘medied ? 

(2) In this unbalanced state of our 
momy, how can we maintain the 
quisite balance between our ex- 


pour 


ernal revenue and our internal 
evenue? 
We are well aware now that a 


idget surplus does not ensure a 
vuund balance of trade abroad. It 


is Clear that we have failed. and are 


wound to fail, to bring about an 
idjustment by imposing punitive 
ixes, just as the whip fails when the 
ced is exhausted. 

The truth is, of course. that we 
re paying the penalty of devalua- 
on or, more generally, of inflation, 

Which devaluation is only 
lated recognition. 


THREE SHILLINGS 


NEW 
UNITED NATIONS 
PUBLICATIONS 


Problems of Unemployment and 
Inflation, 1950 and 1951. Analysis 
of. rephes by Governments to a 


U.N. questionnaire, New York, 
1951]. 
Economic Survey — of — Latin 


fincrica 1950 (May 1951). English 
transiation (Document E/CN 
Pg it 


The State of Food and Agricul- 


ture. Review and Outlook 195]. 
Rome. 1951. 
The Work of FAO 1950/1951]. 


the Director-General, 


Report of 
Rome, 1951. 
NOTE:—A summary of World 
Bank activities and plans is avail- 
ahlie through a United Nations 
Special Release dated November 1/, 


[YS]. The address of the U.N. 
Information Centre in) London is 
Puysell Square House, Russell 
Square, W.C.1. 
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Of every five cars on British roads. more than one is over 15 years 


of age and should have ended its career. while. ironically, the Owners of 
these hardy annuals suffering under the weight of bills for repair and 
maintenance, are obliged to pay 25s. per unit of horse power instead 


of the flat rate of £10. 
new cars. 


Happy ana fortunate are the possessors of 


During the decade prior to 1938 prices for new cars had fallen 


on the average by 40 per cent., and the minimum net 


income on 


which one could satisfactorily run a new car had been brought down 


to as low as £450 a year. 


I cannot think 
that this datum line would now be in the order of £1,250. 


it unreasonable to estimate 
When the 


existing backlog of new-car orders has been wiped out, the potential 
market will be found to have been drastically reduced. 

One of the cheapest popular makes of car on sale in 1938 cost 
the equivalent of 24 weeks’ earnings by the average adult wage earner 


employed in the motor industry. 


To-day, even with wages more than 


doubled. he would have to work about 45 weeks to earn the present 


price of the corresponding car. 


I will not go into details as to how 


many weeks’ labour the purchase tax absorbs! 
G. E. Beharrell, address to Society of Motor Manufacturers and Traders 
London, October 16, 1951 








IN THE United States, distribution 
of food has been revolutionised in 
the last ten or fifteen years. 

In 1942, 1] per cent. of the inde- 
pendent grocery and provision stores 
nad self-service arrangements; by 
1944, 18 per cent. had adopted the 
system: by 1949, 48 per cent. 

Even more interesting is the fact 


that these were the stores which 
were expanding their individual 


businesses and capturing the trade. 
By 1949, only seven per cent. of the 
sales of all grocery and provision 
stores were made in stores with 
counter service. (Facts in Food and 
Grocery Distribution, 1950, “The 
Progressive Grocer,” New York). 
Increasing sales and reduced costs 
went to those who converted early 
to self-service at the expense of those 


who clung to the outmoded 
techniques. 
The movement towards _ self- 


service in the United States started 
in the nineteen-thirties in the great 
depression. With eight millon un- 
employed and an _ impoverished 
community, if food was going to be 
sold at all, it had to be sold cheaply. 
No Service Frills 

The American housewife shopped 
where her money would go furthest. 
To meet the needs of these bargain- 
hungry buyers, retail shops were set 
up in the simplest surroundings, 
some disused warehouse perhaps, 
where merchandise was stacked on 
packing cases and the housewife 
helped herself and paid on the way 


From “Co-operation Reduces Cost of Living,” 
Socialist Commentary, November 1951 


Self-Service Stores 
Cut Distribution Costs 


By MARGARET HALL (Somerville College. Oxford) 
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The emphasis was on nat 

advertised, — fast-moving 
brands. It was not shoddy gowd: 
that the housewife wanted; what s 
wanied was to buy reliable foods 
cheaply as possible. She was w 
ing to go without the frills of retail 
service tO Save money, 

Underlying the possibility of self- 
service is, of course, the packaged 
article bearing a description of 
contents and the name of the manu- 


oO 
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facturer. The packaged article has 
come to stay. It sells itself. 
Consumers are made aware of 


what the manufacturer considers its 
merits by national advertising. The 
shopper tries it once and if she likes 
it can repeat the purchase without 
further question. If she does not 
like it, the salesman’s persuasion is 
useless. 
Net Only Cheaper 

Although self-service arose out of 
the pressure of poverty, it was soon 
seen to be an end in itself; not on!s 
was it cheaper but positively better. 
Once the busy housewife had 
become used to rapid self-service, 
fo seeing the goods openly displayed 
with their prices indicated, she was 
unwilling to go back to counter 
service. 

The counter now seemed to be 4 
barrier between the shopper and her 
purchases. Assisted service was 4 
nuisance and a hindrance; to have 
to enquire what was available and 
how much it cost very soon became 
an irritation fo most customers. 
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SELF-SERVICE STORES CUT DISTRIBUTION COSTS — 555 


Improved Wholesaling, Too 


t {ficient distribution is not a 
yuestion of retailing alone. The 


wholesaler is an indispensable link 
n the chain from manufacturer to 
consumer. The retailer depends on 
, continuous supply of the goods he 
wants at the right prices. 
in the United States, the technical 
revolution in food retailing rapidly 
ave Tise to technical imprevements 
wholesaling. It was found that 
f retailers would agree to use 
tandard practices of ordering, the 
same type of order book returned to 
wholesaler at regular intervals; 
ufficient retailers agreed to use 
hese methods to allow la-ge-scale 
indardised operations at the 
wholesale level, and if the whole- 
house stocked only _ those 
ds which moved rapidly from 
retailers’ shelves but s.ocked all 
se. types of merchandise, then 
appreciable cost reductions and 
ipter service could be achieved. 
i his was the principle of “ group” 
wholesaling and, by now, very little 
s left of the methods of the old- 
wholesaler with his travellers 
‘iting orders which came in 
frequently and = irregularly, each 
rder being on a relatively small 
cule and therefore costly to service. 
lhe largest super-markets, with 
over one and a half million 
pounds annually, can achieve the 
naximum economies of. bulk whole- 
ng on their own. More than 
in four of all super-markets, 
large though they are (they are not 
dled super-markets until — their 
ual business passes the £35,000 
irk), buy in groups; the majority 
anise retailer-owned  co-opera- 
ives, buf some are affiliated with 
«olesaler-sponsored groups. 
‘heir loyalty to these groups is 
high. This is the principle of 


* 


rc 


the British Co-operative Wholesale 
Society, but the highly successful 
operations of these groups—they 
work on a net cost of between two 
and four per cent..-depends on the 
retailers’ willingness to follow uni- 
form practices in ordering and on 
the stocking of only fast-moving 
brands for which the consumers are 
demonstrating an active interest; 
this, in practice, means that they 
stock the best merchandise in the 
country. It is for these reasons, 
plus the punctual and courteous 
delivery that retailers receive, that 
the loyalty of retailers to the whole- 
sale purchasing groups is Over ninety 
per cent. 


Quality Necessary 


The original adoption § of. self- 
service was intended to secure 


increased volume of sales at reduced 


prices. The development of group 
Wholesaling was complementary. 


For success, retailers required whole- 
supplies at low cost.  Self- 
service in co-operative retail shops 
will mean that there is little possi- 
bility of using sales pressure in 
favour of C.W.S. brands. They will 
have to speak for themselves by 
their quality. 


? 
Sai€ 


Some possibility of influencing 
shoppers’ purchases exisfs under 
self-service. The investigation of 
impulse buying, of exactly what 
induces the shopper to buy a par- 
ticular article, is being developed 


into a new. science by American 
shopkeepers and their research 
bodies. The Super-market Institute 


in Chicago, a body to which most 
of the larger self-service operators 
belong, and the trade journal The 
Progressive Grocer, both publish a 
considerable volume of material on 
the effect on sales of various fypes 
of display. 
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Display at different heights and and not a science and depends on 
places in the shop have well-known the conviction of those engaged 
effects on sales; so also does the size it that it spells a new era of comf 
of price label and the height at and economy for the buyer and t! 
which foods are displayed. Shop- _ seller. 
keepers are even advised against 
excessive tidyness in the arrange- Some co-operative societies 4 
ment of merchandise because the deterred from changing to. self- 
housewife’s instinct in favour of — service by the initial cost of maki 
keeping things tidy may prevent her the necessary alterations. But the 
buying for fear of upsetting a com- initial outlay need not be heavy. T 
plete row by removing her purchase. main items of equipment are s§ 
Super-market authorities are at pains called gondolas for fioor displa 
to tell you, however, that it is not cash registers at the exits and wire 
any or all of these particular specifics baskets which shoppers pick up on 
which constitute the technique of entering the store and leave at the 
super-market selling, for it is an art) cash desk when they pay. 


= 





WHO ESCAPES THE TAX NET? 

The bookmaker does not carry on a “trade.” He carries on a 
“vocation” and his profits, like those of the professional accountant, are 
assessed under Case II of Schedule D. The person who habitually backs 
horses or dogs is not, however, carrying on a trade or vocation, since bets, 
being in the eyes of the law abnormal and irrational arrangements, cannot . 
give rise to “ profits and gains.” 

The Revenue authorities have good reason to be satisfied with these 
principles, because taking the long view they recognise that it is the book- 
makers who make the profits and the betting public who sustain the losses. 

Accountancy. October 1951 p 


A BURGLAR WRITES “NOT I” 
As a burglar of considerable standing I pay my dues of income tax | 
on my earnings, after allowances of expenses incurred. 1 had a bit 
of an “onky tonk”’ with the Inspector when I first started, but he 
pointed out that illegality was no barrier to assessment on the principles 
laid down in Mann v. Nash; Southern v, A.B.; and Lindsey, Woodward CT 
and Hiscock v. Commissioners. As, however, fares, replacements of { 
jemmies, etc., are laid out “ wholly and exclusively for the purposes of 
trade,” I receive allowances for these against the gross receipts. The 
Inspector pointed out that no allowance can be given for penalties 
sustained (Unland Revenue v. Warner and Co., Ltd., 1919) as_ this 
would mitigate the penalties. Needless to say, the Inspector indirectly 
paid the first year’s tax with his hat, umbrella and watch. ‘I 
My usual “fence” is a very honest trader, unlike others in 10 
“respectable ” lines, and pays his nine and sixpence. His illicit receipts 
are incorporated with his normal earnings. As he has often said to 
me, it is best to declare everything to the Inland Revenue, then you 
cannot go far wrong 





I am not an authority on the “ dog collar’s”” problem, but I reckon A 
he’ll be the sort to get away with it just because the policy is one of , 
indemnity that strictly rules out profit. 

WILLIAM Sykes, F.B.I. (Fellow Burglar Institute); : 
F.C.A. (Fellow Cat-burglar’s Association) to | 
uy 


Letter in“ Accountancy,” London, November, 1951 
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a i Canada’s Tobacco Industry 


mfort 


— Growing Enterprise which saves U.S. Dollars 
S afr 
Sei! aia ; ; ; 

taking | AS A GOVERNMENT revenue pro- The steady rise in consumption 
at the | duvet tobacco is in a class by itself, had its counterpart in production. 
¥ The ntributing an annual average of Shortly after World War I the in- 
Aenge: 00 million to Canada’s national dustry began to take shape. Previ- 
+ \ ~P revenue in the past two fiscal years. ously it had centred Jargely in a 
“iis in 1920 Canada’s tobacco in- modest acreage of pipe and cigar 


lusty Was a localized undertaking tobacco grown in Quebec, mostly for 
sh negligible importance. Today it home consumption, and in a 
at lic ihe most valuable branch of the localized area in the Western On- 
Ontario agricultural industry: its tario counties of Essex and Kent 
iiput has increased ten-fold, prac- (now known as the Old Belt) de- 
tically eliminating the need for im- voted to the growing of burley 
ried raw tobacco and = saving (pipe) tobacco and a small amount 


Ps ereby SUSS5O million annually in of flue-cured. The soil of the Old 
ied xchange; it furnishes exports to a Belt was, however. for the most 
ts, value of about $10 million, gives part not of the well-drained sandy 
not employment to 10.700 1n factories type that is most suitable for flue- 
. ‘lone, and has turned a large area cured tobacco. An extensive belt of 
“a | declining productivity into a the right type of soil existed in the 
ia hizhly specialized and fertile farm counties to the immediate east of 
bell, with benefits to industries sup- the Old Belt (Middlesex, Elgin, Nor- 

plying implements, fertilizer and folk, Oxford and Brant), and a 
nstruction materials. steady eastward shift began in the 

. fhe history of the industry has early twenties which has greatly re- 
“ heen marked by two outstanding duced the importance of Essex as 
“ levelopments—the very great in- a tobacco producer. It brought into 
d crease IN per capita consumption of production a large area, centring 
yf tobacco, largely in the form of in Norfolk county, in which produc- 
f clourettes, and the expansion of tion has risen from about 51 mil- 
cigarette type (flue-cured) produc- lion pounds in 1924 to an expected 
oa HON. high of 122 million in 1951. The 
ly iotal planted area in Quebec has 
™ More Puffs per Mouth varied considerably from year to 
. . . . year. but the trend has been up- 
we Ver capita cigarette consumption ward, with flue-cured coming into 
yu rose from 285 in 1920 to 493 in) commercial production for the first 


1, 663 in 1949 and 1,227 in 1950. time immediately before World War 

on As the population was also rising, II, since when it has to some extent 

total domestic consumption of leaf displaced other types. 

tobacco in the 20-year period up The following table shows the 

1949-50 for which accurate esti- expansion of the industry since the 

Mates are available rose from about close of World War I. (Green 
million to 84 million pounds. weight). 


From Commercial Letter, Canadian Bank of Commerce, September 1951 
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Flue-cured Produc- The progress of the tobacco. § Discri 

— tion — growing industry has not been con. In 
Production ail types fined to volume of production. Over J ut 1 
Harvested — million million the years the quality of the flue- J enoug 
Acres’ Ib. Ib. cured crop has improved steadily thi 
1918 | 7 14.2 and it now ranks with the world’s on 
1924 6.849 55 18.7 best cigarette-types in texture andp !t h 
1929 15.085 9 | 29.6 colour. There has been a marked f porate 
1933. 30.548 17) 449 Tise in yield per acre from ai It labs 
1934... 24.727 17 | 38.7 ~~ average of Tess than 800 pounds in WOnS:¢ 
192390 60-840 19.7 107.7 the early years of New Belt expan-§ makes 
1940 |. 48.610 47.0 649 ston to an average of 1,160 pounds —_ 
1945 77°50) 154 973 «in the 1946-50 period. There hag eft 
1949 00.733 167 20.8 been no comparable increase a | unc 
1950 |. 92.080 108 1303 burley yield, because the Queheoff ses 
P er —o — flue-cured industry has not kepifercer 
* Not to be confused with planted pace in the matter of yield with thafflooking 
acreage. in Ontario. oLCTION 
eSUIT 

—Blawful 
FINANCE ACT 1951: hie 
Sonsent 

s e e,°¢ e lhe 
Emigration of British Companies ‘ided t 
> po 

By FRANK Bower, C.B.E. to secu 
resident! 
Jance | 


THE opiecr OF Section 36 of the disclose particulars of the company’ 
Finance Act 1951, is the prevention income tax affairs. The Act provides 





of the transfer of profits from over- for the appointment of a panel t 
Seas companies to the United King- advise the Chancellor, but the pane t 
dom in a form not taxable here. 1s given no powers and the Char in 
For this purpose the Act seeks to cellor may reject the advice with re 
control: out being called to account, apart m 
(1) The emigration of businesses from the possibility of question m 
from the United Kingdom. — in the House. e 
(2) The creation or transfer of The kind of transaction at whic ry 
the capital of an overseas the Section is aimed is the retentiog 
subsidiary. and accumulation of profits by 4 
It may be said that with certain subsidiary beyond its — busines an 
minor qualifications all such trans- needs: the issue of bonus shares of I 
actions in the shares or loans in debentures out of those profits and oe 
overseas subsidiary companies must the subsequent repayment of thj & 
be the subject of individual applica- shares or debentures to the pares St 
tions to the Treasury for approval company as a return of capital, 0 pa 
and great detail is required by the subject to taxation in this countr ch 
Treasury for the purposes of con- aliernatively the parent comput! a 
sidering such applications, includ- may sell some of its holdings at § he 
ing an authority to the Commis- price which includes accumulate for 


sioners of Inland Revenue to profits. 


From lecture to the Incorporated Accountants’ London and District Societ 
November 12, 1951 
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Discriminatory Legislation 
in real life these things happen 
rarely, certainly not often 
ugh to warrant penal] legislation 
this type. The section is dis- 
ninatory in the worst sense. 
it hits only certain types of cor- 
ate bodies and not all tax payers. 
lt labels certain classes of transac- 
tons as leading to avoidance of tax, 
ikes them unlawful and then 
ihorises the Treasury to permit 
refuse permission to do them at 
uncontrolled discretion. [It im- 
es disproportionate penalties in 
ler to frighten people into not 
looking too closely for gaps in the 
section and labels Directors as being 
esumed to be parties to the un- 
ful transactions unless they can 
that it was done without their 
sent. 
The definition of control pro- 
led by the Section is new, namely, 
power of the parent company 
secure that the affairs of the non- 
sident are conducted in accor- 
nce with its wishes. 


1 ton, so that his outlay is £1,000, 
£150 a ton and replaces it at a cost 
he will be shown, for tax purposes, 
material and has no extra cash. 
maintenance of capital 
taxation purposes us a 

ixation, and spent by 
S. P. Chambers, 


profit, 
the 
Director of 1.C.1., 


of feed bag made 
of a | eres bag only 
The burlap and cotton bag can be 
paper bag but. even so, 
packaging material in the 
position to conclude that 
States is falling at a time 
piyments is essential, 
cheaper and were not 
capable of alternative uses. 
put into their sale. 


The price 
and the cost 


market. 
the 

when 
Vs of 


Great 


alwa 





TAXATION AND STOCK VALUATION 
If a trader starts with 10 tons of 


vear he finishes up with the same qu: 


although he finishes up with exactly 
But all our 
in money terms, 
half or 
Government. 

speaking in London, 


‘SACKCLOTH AND ASHES 


burlap is 
From this fact one should be 
Indi: 
the 
Until this year cotton bags were not 
the same 
vigour 
A particular I) 


EMIGRATION OF BRITISH COMPANIES 559 


The transfer of an overseas branch 
to a local subsidiary is a normal 
way of developing overseas activity; 
the sale of an overseas branch to a 
third party may very well be the 
only alternative to being driven out 
by loca] competition which is not 


handicapped by United Kingdom 
taxation. The naturalness or in- 


evitability of such transfer must not 

obscure the fact that the permission 

of the Treasury to take such a 

course, must be obtained and it 

would be imprudent to place much 

eliance on Subsection 9, which ex- 

cludes from the operation of the 

Section, what it calls—‘*a mere 

transfer of assets not resulting in a 

substantial change in the character 

or extent of the trade or business.” 
If the non-resident once comes 

within the definition of a controlled 

company the United Kigdom com- 

pany may not cause or permit it to 

create or issue any shares or deben- 

tures except for the purpose of 

securing a loan from a Bank or an 

insurance company. 

some commodity which costs £106 

and during the year sell this for 

of £150, so that at the end of the 

intity as before—namely 10 tons 

as having made a profit of £509, 

what he staried with—10 tons of 

laws are based upon the 

and the surplus is regarded for 

more of which is taken away in 


October 4, 1951 


from’ cotton ts 68 
37 per cent., of the 
used about twice as 


clearly no longer 


only per cent., 
burlap bag. 
much as a 
the cheapest 
ina 
United 
for food 
uniformily 
durability nor were they 
and ingenuity has now been 
ne of approach has been to use 


in the 
dollars 


market 
of 


in hessian 
earning 


printed fabrics which could, after the bag had been used. be cut up 
for use as aprons or for other household work. 
Eastern Economist, New Delhi, October 12, 195] 
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Excess Profits Tax: Suggested Principles 





By Sir. A. S. CoMyNS Carr K.C. 


Now that the Chancellor has an- 
nounced his intention of introduc- 
ing “some form of excess profits 
tax in the near future, a suggestion 
as to the best form may be helpful. 

If it follows the war-time prece- 
detn of taxing heavily the excess 
over the profits of some standard 
years in the recent past it is prob- 
able that it will hii very few firms 

and those the wrong ones. In 
present circumstances they would 
be: (1) Those which by special 
efforts increase their turnover (they 
surely deserve encouragement); (2) 
those which have recently intro- 
duced or may shortly introduce 
some new and valuable invenuon: 
and (3) those which. for some 
reason special to themselves or their 
trade, have not shared in the recent 
prosperity. 

The vast majority who have al- 
ready been making high profits will 
pay little or nothing. Most of those 
who undertake rearmament work 
will have to do so at the expense 
of exports or home trade at least 
equally profitable. 

Surely the true test of an ex- 
cessive profit is whether it is pro- 
duced by charging high prices, 1e., 
Whether it represents a high per- 
centage on turnover. This can be 
attacked by fixing a moderate stan- 


dard rate, or putting a special ta: 


on any excess. The informatic 
necessary to fix fair rates is alread 
in the possession of the 
showing turnover, which is) n 
usually published, and 
samples could be quickly analyse: 


I will not take up your space by 
which 


mentioning special cases 
would require special allowances. 


This tax might perhaps be mad 
high enough to take the place of the 
i c i 


existing profits tax. Its general effec 


would be to induce traders to see} 


their profit by increased output 
lower prices and so to bring abot 
some reduction in the cost of livin; 
British industry is permeated b 
trade associations 


stop-lists, quotas, &c. 
usually designed to help the lan 
dog over the stile. The result 
that the more efficient firms, inste: 


of reducing prices and increasin:z 
turnover at the expense of the les 


efficient, make a high rate of pro 
on a smaller output. 
would do more to reverse this trer 
than any monopolies commissio! 


Whatever form an excess profits ta 


ake, it will be ineffective u 
expenses are di 


may 
less eXCessive 
allowed. 


Letter to Editor, The Times, November 13, 1951 





ECONOMIC RESEARCH COUNCIL MEETINGS 
The following arrangements have been made for the new year: 
Wednesday, January 9 at 8 o'clock: Lieut, Col. St. Clare Grondona 


on “ Stabilising Commodity Prices.” 
Wednesday. Februacy 6 at 8 o'clock: 


Miss May O’Conor, Chair 


man of the Isle of Wight Education Committee, on “ Value for Money in 
Education.” 

All meetings take place at 
members who wish to he 
to the Secretary, 


W.1 


Park Lane. London, W.1.  Non- 


present are asked to notify thei intention 
Economic Research Council. 18 South Street, London, 


Inland 
Revenue, i.e., the full balance-sheets 


relevant 


which fix mini- 
mum prices and maintain them by 
They are 


Such a tax 
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NATIONALISED JNDUSTRIES— 


Will Decentralisation Work ? 


Conflict of technical and management considerations 


Deceniralisation, it is claimed, 
yermits the local manager to act 
speedily and with a fuller know- 
edge of local circumstances than 
xists at the centre. Again, it is 
aid that men can only be trained 
for higher management posts by let- 
ing them make their mistakes in 
smaller posts of authority. It is 
iso felt that decentralisation would 
introduce a degree of “ socialist 
mulation ~ between local managers, 
f not indeed actual competition. 

On the other hand, the advan- 
tages of centralisation are worth re- 
tating. 

Nationalised industries are re- 
ponsible to the public through 
Parliament. But there can be no 
esponsibility without power. If the 
Coal Board, for instance, is to be 
ield responsible for mistakes, it 
must have power to rectify them. 
\s long as this is regarded as neces- 
sary, no exhaustive decentralisation 
‘s possible. 

Centralisation can lead to tech- 
nical economies. For instance, it 
as held that standardisation of 
quipment would lower costs, and 
hat such standardisation could best 

achieved under unified owner- 
ship. Rationalisation of the storage 
f spare parts, the economies of 
culk-buying and so on offer ad- 
vantages that are real enough, but 
tll imply some resriction of the free- 
dom of the operational manager. 

Access to specialists, impossible 
') the smaller undertaking before 


From “ The 


Extent of Centralisation,” 


nationalisation, is made easier and 
cheaper under central control. 

Problems of decentralisation are 
common to all nationalised in- 
dustries, though they will not all 
appear with the same intensity in 
each. For instance, the problem of 
the technical specialist is especially 
acute in coal through lack of ex- 
perience in using technical services 
and the shortage of specialists. This 
problem also appears in electricity 
and gas. 

Other industries are not troubled 
by problems of pricing as coal is, 
and the case of railways is also 
distinguished by a basically different 
pattern or organisation. 

The present study makes it clear 
that decentralisation is not simply 
an aim which can be achieved by 
organisational changes, but 39 
primarily a problem of the adjust- 
ment of human relationships. 

This it is which leads to structures 
of maximum size and imposition of 
uniform practices throughout them. 

A corresponding error of thinking 
seems to underlie discussion of de- 
centralisation. It is assumed that an 
ideal compromise can be found 
which will make the best of both 
worlds, giving the operational man- 
ager freedom without sacrificing the 
advantages of scale. It may, in fact, 
be the case that a compromise only 


makes the worst of both worlds, 
leaving the manager handicapped 


without achieving technical ad- 
vantages supposed to accrue from 
size. 


Acton Society Trust's Pamphlets on 


Nationalised Industry, 1951 











Retreat from Bretton Woods 


American self-criticism on the ground of obstacles 
to world trade 


TH! 


WHOLE FUTURE of the Inter- 
national Monetary Fund has been 
placed in doubt. 


The United States has been 
pressing for quicker removal of 
exchange restrictions and other 


trade discriminations. The British 
Treasury however has held out very 
litle hope of such relaxations 
during 1952 or 1953. Britain would 
do well if she managed to avoid 
intensifying controls. 

The retreat from Bretton Woods 
thus goes on. As provision of the 
$8,000 million resources of the Fund 
Was contingent on greater freedom 
of trade and greater convertibility 
befween currencies, use of these 
resources “only for current mone- 
tary stabilization ” (as Congress said 
when granting America’s $2,750 
million share) is likely to become 
harder than ever. 

U.S. As Much To Blame 

In Geneva, a change has been 
taking place in the nature of. the 
restrictions — problem. Whereas 
during 1945-50 the chief obstacle to 
smoother international trade was the 
quantitative restriction of imports, 
Since then the quantitative restric- 

From New 


New York, 


York Times (various dates), and Guaranty 
Octoher 


tion of exports has begun to pla: 
the major role. 

The country at present imposing 
most of such export quotas is the 


United States. The atmosphere 1 
thus changing; the country tha 
could claim to have the cleanes 


hands at meetings of the Genera! 
Agreement on Tariffs and Trade, 1 
new forced to carry out violations o 
the greement, pleading nationa 
interest. 

The failure of the U.S. to put its 
own financial house in order has lec 
the nation into some strange contra 
dictions. At home, mass consumer 
income is insistently maintained 
even though defence priorities are 
publicly trumpeted. When inflation 
ary pressure appears, only weak anc 
superficial price controls — are 
imposed, 

Abroad, America allows the rising 
prices of its products to exert 
pressures that encourage  foreigi 
governments to prosecute national 
istic policies: and then tries to offse: 
this by sponsoring tariff conferences 
currency stabilisation and huge 
foreign aid programmes. It create 
blackmarkets and then oppose 
efforis to recognise them officially. 
Survey, 


1951 





WOOL IS A HARD CURRENCY MEDIUM 


Documentary 
Continental 


proof has 
countries which do 


been 
not preduce wool are selling the 


received in Melbourne that 


commodity to the U.S. at a discount in order to obtain dollars. It is 


not hard to guess where they got 


Financial Times, London, October 9, 


the wool. 
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China in Transformation 


Land Reform continues—and_ surpressed inflation 
bubbles under the lid 


[TO-DAY CHINA IS DIVIDED into two 
parts, though a few years will see 
this obliterated. There are the * old 
liberated areas’’—those parts of 
North China into which the Com- 
munists expanded during the war 
against Japan—and the * new liber- 
ated areas” overrun in the fighting 
from 1947 onwards. 

One lesson had been learnt in the 
struggles behind the Japanese lines. 
[he pressure of population was 
such that the attempt to break up 
every large holding was to break up 
some of the most efficient producing 
units China had. However it might 
go against the doctrines already 
proclaimed, it was imperative to 
maintain what was described as the 
rich peasant economy. 

The appeal of the revolution for 
the landless was that their poverty 
would be alleviated and their dig- 
nity enhanced by a better share in 
the country’s wealth. The _ first 
measure was therefore an interim 
one of rent reduction and the curb- 
ing of the landlord’s powers. 


Peasant Hierarchy 


The most important provision of 
the Agrarian Reform Law of June 
1950, is that which divides peasants 
into one of five classes, for the land 
reform throughout the country de- 
pends entirely on this division. 

1. The landlord who depends on 
exploitation for his means of liveli- 
hood, whether or not he is an ab- 
sentee landlord. 

2. Rich peasonts, or those who 
while owning their own land them- 


selves work it as a means of liveli- 
hood and employ labourers in addi- 
tion to their own family. 

3. The middle peasant is distin- 
guished from the rich by being the 
owner of only part of his land and 
by employing litt or no labour 
outside his own family. 

4. The poor peasant scrapes a 
living from land which is entirely 
rented. 

5. The labourer who neither owns 
nor rents land has to depend on the 
sale of his labour for a living. 

The law leaves the second and 
third classes—the rich and middle 
peasants—undisturbed in their hold- 
ings; it takes from the first class, 
the landlord, land which is given to 
the fourth and fifth classes of poor 
peasants and labourers. Although 
much is heard of liquidation of 
landlords—and the class will cer- 
tainly disappear—the law specifi- 
cally provides for the retention by 
the landlord and his family of their 
own equal share of land. The only 
exception is if the landowner can 
be shown to be a “ collaborationist, 
traitor, war criminal, counter-revo- 
lutionary who has committed ex- 
tremely grave crimes or a criminal 
who has persistently sabotaged 
agrarian reform.” 

Land reform carried out during 
the slack seasons of the farmer’s 
year has now been in progress all 
over the country for more than a 
year. In north China the work is 
finished, in east China it has been 
virtually completed. There _ still 
remain parts of the north-west, 
south-west and central-south areas 


From The Times, November 1, 1951 
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to be completed during the coming 
winter. By the spring of 1952, with 
the exception of tribal minority areas, 
the whole gigantic task will be 
ended. The task has been done with 
reasonable efficiency and justice. 
The results remain to be assessed. 


Probable Inflation 

There is evidence that there is 
a hidden but very real inflation in 
China. It is indicated to some ex- 
tent by the black market exchange 
rate. which is now — around 
JMP$5,000 to HK$I, as against the 
official rate of JMP$3.880. The 
People’s Government publishes no 
figures, but it seems generally agreed 
that note circulation has increased 
considerably. 

Serious inflation 1s not, however, 
clearly shown in the people’s cost 
of living. According to Peking, this 
has increased only some I5 per cent. 
during the last year, and in 
Shanghai wages in local currency 
have increased only about 12 per 
cent. in the same period. Increases 
in costs have not been uniform. 
Manufactured goods have _ risen 
more than foodstuffs 

The attempt to reduce cash cir- 


culation by subscriptions to the 
arms drive has not met with the 
response hoped. Many areas, not- 


ably Canton, are well behind in pay- 
ing up the amounts promised. A 
further attempt to reduce note cir- 
culation is shown by instructions 
from Peking that firms must bank 
their note holdings and make pay- 
ments by cheque as much as _ pos- 
sible. 

Remittances from overseas Chin- 
ese have diminished, partly due to 


restrictions in the countries where 
the majority of overseas Chinese 
From Manchester Guardian, 
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live. Another reason may be the 
knowledge reaching Chinese abroad 
that in certain localities — their 
families do not receive the remit- 
tances entirely in cash but partly in 
cash and partly in rice coupons, and 
that heavy exactions are levied on 
families of overseas Chinese by the 
People’s Government in order to 
try and squeeze more money from 
abroad. 


irade with Russia 

In 1950, for the first time in 73 
years, China had an export surplus 
of 9.43 per cent. of the total of the 
foreign trade volume of the year. 
This year the Chinese Government 
has been concentrating on extend- 
ing trade with the Soviet Union and 
its satellites. In 1950 China’s im- 
ports from the Soviet Union were 
19.84 per cent. of all imports and 
from the satellites 1.37 per cent. 
The corresponding figures for 1951, 
so far, are given is 44.7 per cent. 
from the Soviet Union and 25.3 per 
cent, from the satellites. No details 
of commodities involved have been 
given. 

Contact between China and 
Western countries is being made 
increasingly difficult. Travel restric- 
tions, which were first introduced 
in Canton, have been extended 
throughout the country and permits 
are now required from local auth- 


orities for Chinese who — travel 
abroad, including Hongkong and 
Macao. 


An amusing sidelight on this was 
a complaint by the Canton auth- 
orities that authorities in North 
China gave internal travel permits 
instead of external permits for per- 
sons making their way to Macao. 
1951 


November 2, 





An Index to Volume IV of Economic Digest is in preparation 
and will appear soon. 
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Also Worth Reading 


Land-Use Planning, Planning No. 333, P.E.P., London, 1951. A research institute 
is required to co-ordinate land-use in all its aspects. It should be financed by 
the Government, but have an independent management. 

New Lives for Old Soldiers, Progress, Lever Brothers and Unilever Ltd., Autumn, 
1951, by Eric WiGHAM. The Problem of the retired regular soldier, who has 
still his part to play in the civilian economy. 

Merchant Adventurers in Fiscal Chains, Progress, Lever Brothers and Unilever Ltd., 
Autumn, 1951, by FRANK Bower. “A foreign government will not take kindly 
to the British Treasury usurping its functions as a Capital Issues Committee 
for companies formed under its laws.” 

Nottinghamshire: The Finances of the Local Authorities, County Treasurer, Nott- 
ingham, 1951. This is more than an ordinary report to the ratepayers; it 
includes useful descriptions of the structure of local government, the new basis 
for rating valuation, and the general fiscal structure of local government services. 

Mexico as part of the North American Dollar Market, Board of Trade Journal, 
October 13, 1951. Opportunities in a country where there is no exchange control 
ana where capital goods are wanted. 

Economics of Electricity, Economist, October 13, 1951. 

The Crisis in Economic Planning in Jugoslavia, Economist, October 20, 1951, Over 
$400 million has been injected into the economy by America and Britain since 
the break with the Cominform. But the Jugoslav trade deficit continues. 

The Iron Ores of Sweder, Mining Journal, October 12 and 19, 1951. 

The Influence of Prices on International Trade: A study in Method by D. J. 
MorGan and W. J. Corvtetr. Journal! of the Royal Statistical Society, Series A, 

Part 111, 1951. A careful appraisal of methods of calculating that elusive factor 
the elasticity of demand for goods in foreign countries. 

Statistics of the British Motor Industry, by C. V. Forp. Journal of the Royal 
Statistical Society, Series A, Part Il], 1951. Figures of production, registration, 
exports, imports, and explanatory matter. 

Westdeutschland und Die Europaische Zahlungsunion, by Dr. KARL ALBRECHT. 
Woeltwirtschaftliches Archiv, Kiel University, 1951. A short history of the 
European Payments Union, with special emphasis on the German angle. 

Rural Finance in India, Reserve Bank of India Bulletin, September 1951. The way 
the Indian Central Bank is helping the large numbers of subsistence farmers 
through Co-operative Banks. 

Developing Tanganyika’s Coal Deposits, Mining Journal, October 26, 1951. South- 
ern Tanganyika is now known to have reserves for extractable coal totalling 40 
million tons. Iron ore is also known to exist. 

The Making of an Executive, Royal Bank of Canada, October 1951. The moral 
attributes of the perfect manager. 

Town and Country: Population Trends, Midland Bank Review, November 1951. 
Digest of the cengus figures show that the drift southwards and eastwards in 
England is still continuing. But the drift from country to town seems to be 
reversing. 

Monetary Improvements in Europe and Problems of a Return to Convertibility, by 
PER JACOBSSON, Fiftieth Anniversary Commemoration Lectures, National Bank of 
Egypt, Cairo, December 1950. A first-class survey of post-war Europe, an indict- 
ment of cheap money and a judgment on the Sterling Area—a brilliant restate- 
ment of Jacobssonian economies. (See quotation on page 549 of this issue of 
Economic Digest). 

The Effect of Wage-Cuts on Employment. by R. C. O. MATTHEWS, Economic 
Journal, September 1951. Manipulation of wage-rates is seen not to score good 
marks as a way of maintaining stable employment. 

The Effects of a Wage Change upon Prices, Profits and Employment, by T. MAYER, 
Economic Journal, September 1951. Other influences are so strong that wage 
changes may have very little effect on prices—a well reasoned essay with not too 
much econometrics about it. 
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Some Aspects of the Theory of Inflation in a Closed Economy. by R. TURVEY, 
Economic Journal, September 1951. How far can taxation be used to close 
inflationary gars, without reducing output and employment? 

World Trade in Manufactured Commodities, 1899-1950, by H. Tyszynskt, Man- 
chester School, September 1951. A thorough piece of research on the changes in 
demand for exports of manufactured articles in the years 1899, 1913, 1929, 1937 
and 1951, covering [1 countries which between them accounted for 80-85 per cent 
of all world trade. 

An Investigation of Hedging on on Organised Produce Exchange, by B. S. YAMEy, 
Manchester School, September 1951. A detailed account of the workings of the 
cotton futures market—-valuable to student and expert alike. 

Migration and the Rhythm of Economic Growth by BRINLEY THOMas, Manchester 
Schoo!, Sertember 1951. Collation of figures of rail construction, building and 
national income in U.S. and U.K. with migration statistics. 

Centralized or Decentralized Woee Negotiations. Quarteriy Review, Skandinaviska 
Banken, October 1951. An analysis of the sellers’ market in labour, and the 
aititude taken by employers oncludes that a State central wages policy, however, 
tempting, is evil. 





Some Current Features of Rank Liquidity in the United States, by H. C. WALLICcH, 
Banca Nazionale del Lavoro, Rome, September 1951. 

Credit Control in the Netherlands, by F. W. C. BLomM, Banca Nazionale del Lavoro, 
Rome, September 1951. A thorough description of the Dutch banking systein in 
the light of recent developments. 

Lancashire Faces Japan, Economist, October 27, 1951. “Serious trouble for the 
Lancashire textile industry in two or three years’ time ... by then competition 
from Japan will be so severe that Britain’s export trade must decline.” 

Profits Tax in Principle. Economist, October 27, 1951. A history of corporation 
taxes in Britain. showing the “complicated, anomalous and fickle” nature of them. 

Earnings and Salaries in Switzerland in October, 1950.) Ministry of Labour Gazette, 
London, October 1951. 

Australian National Income and Wealth, Review of Economic Progress, Brisbane, 
September-October 1951. Replaces the existing text in “The Conditions of 
Economic Progress.’ 

A Study of Recent Trend in Infantile Mortality Rates in Calcutta by Longitudinal 
Survey, /ndian Journal of Statistics, Calcutta, June 1951. Revealing study of the 

eariy-marriage custom, 

The Twenty-Pence Rupee. Eastern Economist, New Delhi, November 2. 1951, Plea 
for a revaluation of Indian currency (at present at 12 1/3 rupees to the £). 

Southern Rhodesia Mining, Mining Journal, November 2, 1951, 

Financial Statements for the Employee, Accountancy, November 1951. Re-drafting 
the strictly legal forms of accounts for lay readers both working and investing. 

Post-War Emigration from the Netherlands, Quarterly Review, Amsterdamsche 
Bank, August 1951]. 

Cost of the Cold War, Monthly Letter, National City Bank of New York, October 
195]. Has taxation reached the limit in U.S.A.? 

The Reform of japanese Taxation, by U. K. Hicks, Public Finance, The Hague, 
3rd Quarter, 1951. 

Social Insurance Finance under the Social Security Act Amendments of 1950, by 
S. J. Musukin, Public Finance, The Hague, 37d Quarter, 1951. Outline of the 
increased Federal grants to States of the U.S.A. Benefits—and contributions— 
are up; more people are covered. 

Deterioration of Irrigated Soils, The Times Review of Industry, November 1951. 
Dangers of seepage from irrigation canals. 

Revival in German Shipbuilding, The Times Review of Industry, November, 1951. 
With Potsdam controls off, an incipient boom is held back only by finance. 
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New Books Reviewed 
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rty and the Welfare State, A Third Social Survey of York dealing only with 
Economic Questions, by B. Seebohm Rewntree and G. R. Lavers, 


Longinans, Green & 


Niany a book of ten times the size has 
J vastly less than is said here in a 
ndred pages. It falls into the series 
nsored by Mr. Seebohn Rowntree, 
earlier numbers of which were Ejvig- 
Life and Leisure: A Social Study 
d Poverty and Progres and 1s 
ily certain .o become a_ classic. 
one feels that the real lesson of ihe 
kh may be misunderstood, may not 
deed have been fully understood by tts 
thors. For here we see that the area 
need has been, as one would expect, 
itly reduced in these post-war years of 
inpower shortage and welfare legisla- 
1 and yet that much distress persists 
i kind that the State can do very little 
out, In the lengthy list of case histories 
esented, this one stands out like an 
sis in a desert: 
‘1472: Four bedrooms and bathroom. 
buying house through building society: 
taulments plus rates amount to 
lls. 4d. per week. Man 38, wife 35. 
'o2 son aged four. Man is an unskilled 


Local Government Finance Statistics, 


Co., London (7/6). 


worker and cerns £4 14s. Od. Value of 
cheap milk Is. 9d. Total income 
{4 17s. 9d. Deficit Is. 10d. per head. 
Wife is exceptionaily good manager, 
and the family live better than many in 
Class C (i.e., next higher class). They 
even manage to have an annual holiday 
away from home. and occasionally to 
go to the cinema. The husband is a 
moderate smoker. The secret of this 
‘prosperous’ household is no doubt self- 
denial by the wife.” 

Heie is a rare example of that re- 
source and capacity that the rest of the 
book implies are made rarer by welfare 
legislation. Perhaps the true problem 
of our age is to discover how, despite 
the undisputed need for welfare pro- 
vision, society can contrive to produce 
more homes like number 1472, and 
more treasures like the woman who 
reigns in it like a queen. A whole book 
about her and explaining the circum- 
stances that produced her would be a 
tonic. 


by V. J. Oxley, Institute of Public 


Administration (George Allen & Unwin), London (7/6). 


[his is a source book. It is a guide 

those most elusive of economic 
itilies, statistics. It tells where and 
1en to find particular classes of  statis- 
cs of local government finance in Eng- 
nd and Wales. Here are explanations 


in some detail of the manifold returns 
and publications of these bodies. The 
book will be invaluable to writers and 
editors, as an authoritative map of the 
mosaic of Local Councils. 


Some Management Problems in Local Government, by James E. MacColl, 
British Institute of Management, Lordon (3/6). 


This comment on the problem of 
cal government in transition and per- 
ps in decay deals with the question of 


efficient size of body, and makes a 
valuable companion work to the fore- 
going, 


Analysis of Society, by Leo Silberman, William Hodge & Co. Ltd., 
Edinburgh and London (15]-). 


Sociology, or Social Analysis, is well 
n its way to recognition as a branch of 
ience; if not in the same sense as 
ithematics or physics. at least in the 
ore limited sense (which Hogben has 
‘efined in contemptuous terms) as 
onomics. For a clear idea of how it 
progressing, and the long road full of 
tfalls that it has travelled. nothing 
‘tter than this book exists. It is in- 
leed too complete to make for easy 


reading, but a careful reader will be 
rewarded by understanding of a vast 
territory of manifest importance. The 
academic student will value it, not only 
for its completeness but for its brilliant 
summaries. For instance, the laws of 
over-all development of history, as con- 
ceived by Comte, Spencer, Marx, Durk- 
heim. Buckle, Ward and Hobhouse, are 
summarised in slighily less than a page. 








British litdustries and their Organisation (Third Edition) by G. C. 
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Allen 


Longmans, Green & Co. (17/6). 


The Second Edition of this work was 
published in 1935, and the developments 
of the years between have led the author 
to alter the shape of the book, A new 
chapter on “Building” is added, and 
“Rayon” takes its place among the tex- 
tile industries. Smaller space is devoted 
to general developments before 1949 in 
the first two chapters. 

Not that the first two chapters can be 
skipped. even by those who know their 


C. R. Fay backwards. The author’s 
aproach to industrial trends is very 
refreshing, particularly when he des- 


cribes the great depression of 1874 and 
after. “The optimism of earlier decades 
was replaced by doubt and uncertainty 
industry was in danger of decay be- 
fore the scientific prowess of Germany 
and the large-scale production methods 
of the United States. Yet throughout 
this period of apparent adversity, pro- 
duction per head and real wages con- 
tinued to advance, and new industries 
came into being It may be argued 
that the general depressions which 
occurred with such frequency and 
severity were merely symptoms of 
economic adjustment to a new world. 
In support of this view, it may be shown 
that complaints of foreign competition 
have never been absent from business 
annals, and that they are met with in 
times of great progress as well as in 
periods of comparative stagnation. 
“Indeed, any marked advance in the 
productive efficiency of the majority of a 
country’s industries is certain to be 


accompanied by a decline of others 
the face ef foreign competition. Thi 
will occur because industrial success wii 
tend to raise the remuneration of capita 
and labour throughout the country to 

level higher than that which the laggin: 
majority can support. Thus the deca’ 
of some industries may well be the resul 
of an increase in the productive powe 
of the country as a whole, and thi 
remedy to be sought is the redistributio: 
of. the country’s resources among. th 
trades in which its relative advantage: 
are greatest.” 

So much for the “hard lines” theor 
of economic mutation. As a fair his 
torian, however, the author paints. th 
other side of the broad picture: “Ir 
areas with a variegated economic life 
and where industrial units were smal} 
changes might be, and were. effectec 
with comparative ease. But the new 
industrialism involved large producin; 
units and specialised manufacturing areas 

“Where these existed the decay o 
industry resulted not only in heavy capi 
tal losses but also in great social distress 
for surplus labour from the decayin: 
trade could not easily transfer itsel! 
to others geographically remote. Unde 
an individualistic system (therefore) thes: 
heavy costs of industrial change did no 
fall on the shoulders of those responsibk 
for 3.” 

The figures used throughout this book 
are carefully chosen, very clearly pre 
sented and reliable. The student wil 
find it particularly valuable. 
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